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In the Record 


March of the Goods Abroad 


Food and agricultural products have bulked large in ship- 
ments and allotments of goods for European aid, but the 
shift toward industrial commodities has begun in earnest, 
according to an analysis of “ECA in Action” which begins 
on page 434. While this country is supplying a large share 
of all the goods (56%), it’s not a one-country proposition 
by any means. Canada is supplying 18%, Latin America 7%, 
and 13% of the foreign trade of the participating countries 
comes under the ECA label. So far, France has led in the 
dollar value of aid allotted. The United Kingdom comes 
next, followed by Western Germany, and then Italy. The 
status of loans is treated, allotment procedures discussed, 
and the contributions of participating countries to our 
stock-piling program considered. The article merits careful 


reading. 
° e ® 


Hunting the Capital 


Where do the corporations get their capital? There are 
several sources, but in recent years main reliance has been 
upon the plowing-back process. Critics are correct when 
they say that corporate profits have been large, but 
it is a rather good thing that they are. If business had 
not had unusually large earnings at its disposal it is hard 
to understand where it could have obtained the funds 
necessary to equip itself to make profits in the future— 
and to provide the people with the goods they need and 
want. Common stock certainly has not been very salable 
for some years past, and excessive use of fixed obligations 
to obtain new money has serious disadvantages. A system- 
atic survey of the sources of new capital, by Professor L. 
K. Brandt, of the University of Mississippi, begins on 
page 446. 

ee 


To Budget Or Not To Budget 


That is the question executives in many companies 
answer for the benefit of Business Record readers this 
month. In doing so, they touch on many interesting phases 
of current operating problems. Are budgets fixed or vari- 
able? Are they revised, and, if so, how often? How effect- 
ively do they control? Budgetary committees figure promi- 
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nently in the picture, as do controllers. Differences are 
drawn between forecasting and budgeting. What happened 
to the latter during the war years is discussed, as well as 
what is happening to budgeting procedures today. Many 
companies, it seems, are now in the process of working out 
budgetary controls. These companies and those which are 
at present operating under budgets may get some helpful 
pointers from the experiences described on pages 442 and 
462. 
ee e 


On the Industrial Remobilization Front 


A quick guide to rearmament progress and execution is 
a regular department of The Business Record these days. 
In this issue, researcher-reporter Fogarty discusses. some 
of the departmental changes companies are making either 
to handle the government business they have already ob- 
tained or to become better equipped to land some orders. 
Many companies are coordinating their activities through 
industry-wide planning. See page 456 for the fourfold work 
undertaken by these industry task groups. Other matters 
touched upon this month include stock-piling problems, 
plant location planning, and what may happen to the air 
Imes in case of war. Consideration is also given to the 
steps being taken to reconcile military branch requirements 
where they overtax the capacity of individual plants and 
to reconcile total military requirements with the nation’s 
industrial capacity. 

e e@ e 


Looking for a Trend 


We're interested in sales this month. Recently a store 
chain in New York City and a department store in Phila- 
delphia cut prices rather deep. The result seems to have 
been a stampede of customers. Bill Harper, who delves into 
the significance of business developments in the story 
starting on page 438, sees these two sales successes as indi- 
cation that the buyers’ resistance which has been welling 
up against high prices can be overcome by a black pencil 
markdown maneuver. Asked as to whether he thouglit the 
two inslances were going to blossom into a national move- 
ment or live and die 4 la Newburyport plan (remember 
it?), Bill declined to answer. 
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ECA in Action 


Bye major outlines of the European Recovery 
Program have been taking shape rapidly in the 
past few months. Among other developments, divi- 
sion of the full first year’s aid is nearing completion; 
loans to the participating nations have been nego- 
tiated; strategic materials have begun to flow back to 
this country in repayment; and a mechanism to stim- 
ulate intra-European trade is being set in motion. 

Up to November 10, more than $2.8 billion of aid 
was authorized, of which about 10% consisted of 
ocean freight charges. France, the United Kingdom, 
Western Germany and Italy were the chief recipients 
in the order named. (See Table 1.) Over $1.3 billion 
of these authorizations was for food and agricultural 
products, and slightly more than $1.2 billion for in- 
dustrial commodities. Of this latter amount, roughly 
$350 million has gone for iron and steel products and 
finished manufactures, machinery, and vehicles and 
equipment. 

The aid program is in its third quarter, and the 
emphasis has been shifted from food and agricultural 
commodities to industrial manufactures. In the initia] 
period of operation, ECA was financing food ship- 
ments, some of which had already been in the process 
of procurement by foreign governments, to take care 
of urgent nutritional needs. As ECA’s own program 
was put into operation and Europe’s indigenous food 
supply improved, the tempo of authorizations for 
industrial commodities was speeded. 

It is not possible to state, on the basis of informa- 
tion thus far made available, how much of the aid 
which has been authorized has actually been received. 
On October 22, the sum of goods received evidently 
did not exceed $832 million,? some of which may have 
included goods taken title to in the United States 
but not yet shipped. 


HOW MUCH FROM WHERE 


Except for France, Denmark and Bizone Germany, 
the chief category of aid to all countries has been 
bread grains. Ocean freight, surprisingly, has ab- 
sorbed the largest share of the French portion, which 
is perhaps owing to the fact that coal has been the 
major commodity authorized. Feed for Denmark’s 
meat and dairy industry leads that country’s totals. 
Fats and oils lead aid supplied the Bizone. 


Chemicals, fuel, hides, paper, textiles, metals, etc., excluding food, 
fertilizer and primary agricultural products. 
amount was reported as being in the various counterpart 
Fa as of this date. 
3As of October 15, 1948. Unless otherwise noted, remaining data 
on ECA commodity operations in this article are as of that date. 


Of all authorizations for commodities, 56% is being 
supplied by the United States, 18% by Canada and 
Newfoundland, 7% by Latin America, 13% by the 
participating countries themselves, and 6% from 
other sources. Food and agricultural products com- 
pose 62% of total procurements from the United 
States and 67% of total procurements from Can- 
ada and Newfoundland. Fifty-eight per cent of 
Latin American procurements have been industrial 
commodities, chiefly because of the availability of 
nonferrous metals and petroleum and products. Coal 
and petroleum from the Bizone and the Netherlands 
East Indies represent the major purchases from the 
participating nations themselves. Petroleum pur- 
chases from the Middle East represent more than half 
of the procurements from the rest of the world. Among 
supplies obtained from Eastern Europe have been 
coal and fertilizer from Poland, railroad equipment 
from Czechoslovakia, and fertilizer from Eastern Ger- 
many. Some textiles are being supplied by Japan. 

Through August, 49% of all freight shipped under 
the program was carried in United States bottoms. | 
This is in accord with the requirements of the ECA 
legislation stipulating that, as far as is practicable, 


Table 1: ECA Procurement Authorizations! 


Through November 10, 1948 
Source: Economic Cooperation Administration 


Millions of Dollars 


Belgium—Luxemburg 56.0 
Denmark 67.7 
Braiice;, 60. Si0ce8 797.2 
Western Germany $26.9 
Bizone (279.1) 
French Zone ( 47.8) 
Grebetiiss. cg desks Slade he ca eee: See <Oee Oe 105.9 
Teeland. 22/2). jcuc to 3s ca Sean aie a ee ee 1.3 
Treland 508-3 scar Ue oi ee an ee cage ee eee 18.2 
Ttaliy ao oe Sek eek e roen ne <a ae eee $14.3 
Netherlands? EA Re ee Pr etAnC Cch a ey 293.9 
OIWEY «dan ths. coe rosea eias ein ie anes amen ae 65.7 
Dv feSUC: 5 sicihiss ety kapha te Mabasreiiai ces ee ee 6.3 
Wnited Kingdom: smc cosmactatt ce: saenetn Lae 632.2 
Total). ooh amano van Reieiie ce 3 ae a ee 2,823 .0 
Commodity Groups Amount 
Food and agricultural 1,323.2 
Tnidusizial cae en eee 1,212.1 
Technical services............... 1.8 
Ocean. freight. :c.anviaessae eee 277.9 
BOCONSEPICTION 6.0 six 5.4 hacen iaie coated ss sata ene Meena 8.1 
Totals. chs csiaskicc® suis boc iotbicdepe abot 2,823.0 


including ocean freight. 
“Including $40.3 million “tor Netherlands Indies. 
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at least one half of such expenditures must be allo- 
cated to American vessels. 

The amount authorized for expenditure on com- 
modities from the United States through October 15 
totaled a little more than $1 billion (49%); for com- 
modities, from all “off-shore”! sources, more than 
$800 million (39%) ; and for total ocean freight, more 
than $250 million (12%). Commodities obtained from 
the United States through private exporters, how- 
ever, were only 26% of all dollar aid authorized and 
54% of all aid supplied from this country. (See Table 
3.) This is owing to procurement by government 
agencies, through which channels 23% of total dollar 
aid and 46% of all commodities from the United 
States have passed. The principal reason is that the 
Commodity Credit Corporation has been procuring 
wheat, which bulks so large in total authorizations, 
as well as corn and other coarse grains for the pro- 
gram. This trade was due to go into private hands 
on December 1, but at the moment there is a strong 
possibility that it will continue under government 
control. Flour was returned to private exporters on 


Table 2: OEEC Plan for Distribution of ECA Aid 
July, 1948-June, 1949 


Source: Organization for European Economic Cooperation 


Millions of Dollars 
United States | Aree | Net Aid 

JSST ie ge 217.0 s 280.5 
= ames 250.0 : 42.5 
Denmark...... a 110.0 +6. 116.8 
lh ocohh. Saeeheiere 989.0 1,312.3 
Western Germany 514.0 : 504.6 
Bizone 414.0 ; 403.8 
French zone R +. 100.8 
NGREEDE Pe eet ee arice a 212.8 
Sea ae Soctsie fe 11.0 
COSC! so ae oe L a 79.0 
ERR ess cipol elses ee nciys +o 4 f 580.7 
Netherlands 567.7 
orway, 115.8 
Lino] oa ae ee eee 22.0 
MEE oer Se. 18.0 
RINE ters sik datike ss 30.3 
United Kingdom 981.0 
Total E i 4,875 .0 


1Portugal and Switzerland have not yet mated aid. 
iiitutne $84 million for Netherlands East Indi 

July 1 and most coarse grains, except corn, now also 

go through private channels. 

The timing of fund allotments and purchase au- 
thorizations by ECA has been revised. The agency 
will now allot quarterly funds to the participating 
nations four months in advance of a quarter. The 
receiving nations will then request commodity au- 
thorizations on the basis of the allotments three 
months in advance. ECA’s purchase authorizations 
will be available to the participating nations two 
months ahead. Goods need not necessarily be bought 
in that same quarter. For items which must be or- 

1From countries other than the United States. 


Table 3: ECA Procurement Channels Through 
October 15, 1948 


Sources: Economic Cooperation Administration; 
Tue ConrERENCE BoarpD 


Millions of Dollars 


Item Amount | Per Cent 
TE ORE AATEC OLIZA LIONS oo acon ois tertio | he Gh fereie oseiae cles 2,129 | 100.0 
Less: Offshore authorizations................. 829 | 38.9 
Oceandreight! ies tis: .mwebewiecs seeded 255 | 12.0 
Equals: Procurement in the United States...... 1,045 | 49.1 
Less purchases: Department of Agriculture. ... . 354 | 16.6 
Department of the Army....... 117 5.5 
Department of the Navy....... 3 oh 
Bureau of Federal Supply...... 6 3 
Total procurement through Federal Agencies... . 482 | 22.6 
(As per cent of procurement in U.S.)........ ... | (46) 
Equals: Procurement through private U. S. 
trade channelss yg tcmaec : feces cae ace eee: 563 | 26.4 
(As per cent of procurement in U. S.)........ ... | (4) 


dered far in advance, a portion of each quarter’s 
allotment will be set aside for deliveries in the two 
quarters following that in which funds are made 
available. It is expected that this system will be in 
full operation during the first quarter of 1949. 

Apart from the continued and growing flow of com- 
modities, ECA and related activities have expanded 
in other directions. The participating nations have 
now themselves determined the division of aid for 
the first year of ERP. This has been done by the 
Organization for European Economic Cooperation 
(OEEC), the coordinating committee of the par- 
ticipating nations which sits in Paris.1 The period 
covered extends from July 1, 1948, through June 30, 
1949. These recommendations were completed in 
mid-October, after the aid program had been in 
operation for more than six months, and after three 
months of the period covered had already passed. 
ECA will have to pass on this new distribution. (See 
Table 2.) 

In the original bill, the $5.055 billion of aid was to 
last from April, 1948, through June, 1949, with the 
provision that the President could request further 
funds from Congress should he deem them necessary. 
It has already been hinted that ECA may attempt 
to secure an additional $1 billion or so to see the 
program through this fiscal year. 


THE “CONDITIONAL”? AID 

OEEC’s distribution, with the backing of ECA, 
includes a series of “conditional” dollar grants de- 
signed to open up multilateral trade within the par- 
ticipating nations. Under this scheme, European 
countries with favorable current balances in Europe, 
chiefly Britain and Belgium, will receive a certain 
proportion of their assigned ECA funds only on the 
condition that equivalent credits in their own curren- 
cies are extended to other participating nations. All 
nations concerned, except Greece, will both give and 


1See OEEC, “Report to ECA on the First Annual Programme, 
1st July, 1948-80th June, 1949,”’ Paris, October 13, 1948, released 
by ECA October 25, 1948. 
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receive aid! The funds used for such credits will be 
drawn from those deposited in central deposit insti- 
tutions as equivalents of dollar aid received (counter- 
part funds). Net amounts extended or received are 
given in Table 2. 

France, the Netherlands, Austria, Greece and Nor- 
way will be the main beneficiaries. In effect, as re- 
ceivers, the countries will be getting additional aid 
indirectly supported by the United States. As credi- 
tors, they will, for that part of their ERP dollars thus 
encumbered, be losing an equivalent amount of goods 
from their own economies different in composition 
from that received from the United States and per- 
haps different from those they would have made for 
themselves or otherwise exported. 

Receiving nations, within limits, may switch cred- 
its from one supplier to another, depending on the 
availability of goods. In such cases, United States 
conditional grants would be changed accordingly. Re- 
ceiving nations are obliged to deposit the equivalent 
of credits received in their counterpart deposits. 

Clearings under this system will be under the su- 
pervision of the Bank for International Settlements.” 

The United Kingdom, in addition to the $282 mil- 
lion of conditional aid which it will extend, has agreed 
to allow drawings of $209 million on sterling balances 
frozen during the war. Some of the exports thus 
financed will come from other parts of the sterling 
area. France will contribute $10 million. 

A less ambitious attempt to stimulate intra-Euro- 
pean trade was attempted in the July-September 
quarter. In that period, $101 million was granted to 
‘“yarious nations for direct dollar payments between 
themselves. 


LOANS ARRANGED 


At least $1 billion of ECA’s funds were to be ex- 
tended in the form of loans. Negotiations for loans 
totaling $837 million have now been concluded. (See 
Table 4.) Their terms, in general, include interest at 
2.5%, beginning in 1952 and repayments on principal, 
starting in 1956. The maturity date is 1983. Post- 
ponement of payment is possible through discussion 
with the United States. The United Kingdom, France 
and the Netherlands are the main borrowers. Switzer- 
land and Portugal (who have received no ECA aid of 
any kind thus far), as well as Austria and Greece, 
are not asking for loans, although a request from 
Portugal has been described as “possible” later on. 

The loans, it appears, will principally be used to 
obtain industrial raw materials, capital equipment, 
and goods which, in general, will expand or rehabili- 
tate productive facilities. ECA has pointed out, how- 


1freland, Iceland and Trieste will evidently not be included in 
this arrangement; Portugal and Switzerland will enter on a “special 
footing”; Greece will only receive “conditional” aid. 

*See Monthly Review of Credit and Business Conditions of the Federal 
Reserve Bank of New York, Nov., 1948, for details of the scheme. 


November, 1948 


ever, that a hard and fast line between relief and 
recovery-type goods cannot be drawn!—hence, it can 
be inferred that the loans need not necessarily go to 
productive facilities as such. It may not be possible 
to reconcile particular loans granted with particular 
goods bought. It is likely that they will, in large 
measure, be merely part of a bookkeeping transaction 
in which goods will be authorized for purchase by a 
particular country, and, later, a certain proportion of 
the aid debits thus incurred be charged to loans. 
ECA has authorized the release of counterpart 
funds in several countries. Under the provisions of 
the aid agreements signed with each participating 
nation, the equivalent of dollar aid received is to be 
set aside in local currency. These funds, in consulta- 
tion with ECA, may be released to achieve internal 
monetary and financial stability, underwrite projects 
to raise productive power, and to help in the develop- 
ment of natural resources, especially strategic mate- 
rials needed by the United States. Not less than 5% 
is reserved for the payment of ECA expenses plus the 
financing of the acquisition of strategic materials by 
the United States. The counterpart funds originate 
under the terms of the Interim Aid Bill of December 
17, 1947, in which France, Italy and Austria were 
granted $522 million. Funds which have accrued 
from that program have been added to those result- . 
ing from ECA operations. 


RELEASE OF FUNDS 


The equivalent of $200 million was released from 
the United Kingdom’s fund in order to retire some of 
its treasury short-term debt. About $150 million in 
France was released from France’s funds for new 
investment and reequipment in September. More 
than half the total will go into the construction of 
new electric power plants. The remainder is sched- 
uled for coal-mining and coking equipment, expan- 
sion of the merchant and fishing fleet, railroad equip- 


1Economic Cooperation Administration, “First Report to Con- 
gress,” Oct. 4, 1948, p. 25. 


Table 4: ECA Loans for First Year of Operation 
Source: Economic Cooperation Administration 
Millions of Dollars 


Country Amount 
Belgium—Duremburg’ 5 noha nina nonplanar 50.0 
Denmark Fer ae ee ee ee 25.0 
Frarices.iits tian foes tee < as ca eee eee 170.0 
Leeland). crnsieusicaien oe antes <bean ee ra oa 2.3 
Tre lan d,s wcrc neater oe nirvana 60.0 
italy, ci 0 ee cite tree cies Recast ei ie err 50.0 
Netherlands ipethet te, « cee cs BY8 « OIC eee eet 95.0a 
Norway 35.0 
Sweden 10.0 
Turkey 30.0 
United Kingdom 310.0 
Total 837.3 


1The Belgium-Luxemburg loan was not yet signed yhem these data were compiled 
alncludes $15 million for the Netherlands East Indies 
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ment and reconstruction, and a small amount for in- 
creasing the output of nitrate fertilizer. Approxi- 
mately $80 million more was released in October. One 
fifth is earmarked for the exploration and develop- 
ment of strategical and critical raw material sources 
throughout the French Union and especially in over- 
seas territories, for United States use. The remainder 
will be spent for agricultural equipment, coal and 
railroad development at home, coal mine development 
in North Africa and gas and electric development in 
Algeria. Another $80 million was released in Novem- 
ber for use in the coal-mining industry and railroad 
electrification. 


GUARANTEE TO U.S. INVESTORS 


Approximately $400 million was released in Italy 
for railway and industrial equipment, refitting of 
merchant liners, agriculture and public works. About 
$11 million has been released in Trieste for rehabili- 
tation of its shipbuilding facilities, reconstruction of 
the fishing fleet, development of a vegetable oil re- 
finery and canning industry, and establishment of a 
lending agency for investment loans to small- and 
medium-size industries and artisans. About $444 mil- 
lion, chiefly left over from the Interim Aid Program, 
was released in Greece, mostly for agricultural im- 
provements. 

More than $33 million was released in Austria, 
chiefly for railways and railway electrification. The 
remainder is mainly allotted to communication equip- 
ment, rehabilitation of public buildings and flood and 
drainage control. 

ECA has approved its first guarantee to American 
investors in the participating countries. The agency 
is permitted to extend dollar convertibility rights to 
the amount of $300 million for American earnings in 
foreign currencies. Each guarantee is limited to the 
original equity in the enterprise. An American- 
financed carbon-black plant in the United Kingdom 
was the first investment approved. The guarantee 
was $850,000. 

The United States has already received Marshall 
Plan reciprocal help in the form of scarce materials 
for its stock piles. The United Kingdom has shipped 
1,000 tons of a projected 26,000 long tons of rubber. 
The British have also agreed to ship 2,000 long tons 
of sisal and 1,276,000 carats of industrial diamonds. 
Negotiations to acquire platinum, graphite, lead con- 
centrates and other materials have been in process. 
Such shipments are financed by the counterpart 
funds. 

Since the Marshall Plan’s goal is to achieve sta- 
bility in the participating nations without outside 
help by 1952, these nations are submitting economic 
plans of action through 1952 to the OEEC for review. 
OEEC is faced with the task of making suggestions 
to the nations concerned in order that the plans will 


not conflict. Difficulty in reconciling the various 
plans is being encountered. 

ECA itself has extended its activity in the direc- 
tion of Europe’s long-run internal production prob- 
lems. A committee of five industrialists has been sent 
to Western Germany to reexamine the dismantling 
program. Four American industrialists and four labor 
leaders, headed by Philip D. Reed of General Elec- 
tric, plus six British industrialists and six labor lead- 
ers, form the Anglo-American Council on Productiv- 
ity which has just finished studying the United King- 
dom’s production methods in order to recommend a 
program to raise that country’s productivity. 


Lawrence A. Mayer 
Division of Business Economics 


See The New York Times, October 15, 1948, p. 1, for an outline 
of the United Kingdom’s plan. 
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Business Highlights 


USINESS is now attempting to appraise the in- 

fluence of three opposing forces which over- 
shadow everything else. First are the multiplying 
signs that in a number of lines supply has caught up 
with demand (at current price levels). The second 
factor is the continuance of frictions abroad which 
may influence decisions to accelerate rearming and 
siphon off scarce materials needed in domestic pro- 
duction. The third factor is the election upset. 

Many problems confront business today. Among 
them are the demands being made by labor for repeal 
of the Taft-Hartley Act. This was a Truman cam- 
paign promise, as were also price controls, a higher 
minimum wage, broadened Social Security coverage, 
civil rights, public housing, and intensified antitrust 
action. There is also the possibility of higher taxes. 


STOCK MARKET REACTS 


The stock market furnished the first indication how 
business and the financial community felt about the 
election results, by dropping 7.30 points on the 
Wednesday following the election. The market had 
a breathing spell the next day but another wave of 
selling hit the market on Friday and the stock price 
averages dropped another six points. Prices fell to 
173.48 on November 10, but recovered to 176.00 by 
mid-November. 

Personal income rose to an annual rate of $215 
billion in August which is about $2 billion more than 
the peak reached in July, but was unchanged in Sep- 
tember. Wage and salary payments in August totaling 
$136.9 billion accounted for about 64% of the total. 
Total income rose despite a reduction in farm income. 
Consumer savings in the third quarter totaled $12.8 
billion, or about $600 million above the second 
quarter. (See Chart 3.) 

About 15% of ECA appropriations for the twelve- 
month period beginning July 1, 1948, will be spent for 
capital goods.1 This would mean that the Economic 
Cooperation Administration would authorize almost 
$750 million for the procurement of capital goods from 
the Untied States during the period ending June 30, 
1949. In addition, some countries will buy another 
$250 million in capital goods with their own dollars. 
Almost three fourths of the capital goods thus far 
procured under ERP authorizations have been from 
the United States. 

On the surface, it would appear that American 
manufacturers were in for a good share of business, 


"Includes machinery; iron and steel mill products; railroad trans- 
portation equipment; motor vehicles, parts and accessories; and 
aircraft, parts and accessories. 


Chart 1: Motor Vehicle Factory Sales for 1939 and 
1946-1948, from Plants Located in the 
United States 


Automobile Manufacturers’ Association 
In Thousands 


Source: 
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but it has not as yet worked out that way. In fact, — 
foreign shipments of machine tools, which ordinarily 
amount to about one fifth of the total output on a 
unit basis, have been reduced in recent months to 
virtually a trickle. 

Upon his return recently from a European trip, 
A. G. Bryant, president of the National Machine Tool 
Builders’ Association, reported that the capital goods 
procurement phase of ECA was not functioning at 
all according to plan. The manufacturers in Europe, 
he said, were very anxious to obtain American ma- 
chine tools. However, obtaining licenses to export 
the money and import the machine tools was some- 
thing else again. 


MACHINE TOOL ORDERS DECLINE 


Machine tool orders in October declined slightly 
from the September figure and registered a new low 
for the year. New orders in September were 67.5% of 
the 1945, 1946, 1947 average shipments, according to 
compilations of the National Machine Tool Builders’ 
Association. This represents a decrease of 5.6 points 
from the 73.1% of the preceding month. Foreign or- 
ders as outlined above thus far have proved disap- 
pointing. These orders in September declined to 
15.9% of all new orders as compared with 18.5% in 
August. However, shipments climbed to 84.7% of 
the 1945, 1946, 1947 average in September, as com- 
pared with 69.8% in the preceding month. The ratio 
of unfilled orders to shipments, therefore, dropped 
from 5.2 to 1 in August to 4.2 to 1 in September. 
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The some 72,000 new nonfarm homes started by 
builders in October boosted the ten-month total for 
this year to 800,000 units under construction. This 
represents an increase of about 89,500 units over the 
same period a year earlier. 

The 72,000 homes started in October is 9,000 be- 
low September. This decline indicates that home 
building this year has reverted to the more seasonal 
pattern of reaching a peak in the spring and early 
summer and then tapering off. This is in sharp con- 
trast to what happened in 1947 when housing starts 
continued steadily upward through October. How- 
ever, part of this can be attributed to the fact that 
construction got off to a very late start in 1947 in 


Chart 2: Consumer Credit 
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sharp contrast with the uninterrupted uptrend in 
building manifested this year. The size of it suggests 
a more-than-seasonal decline. 

Actually, the number of houses started in this coun- 
try in 1948 exceed by a wide margin the number re- 
ported by the Bureau of Labor Statistics. This is 
readily understandable as the Bureau of Labor Sta- 
tistics depends primarily on building permits. Spot 
checks by the Bureau of the Census and by private 
groups indicate that more building is under way in 
most communities than is reflected by the building 
permit figures. Some construction is in outlying sec- 
tions where no permits are required. In other in- 
stances, enforcement is lax and builders simply go 
ahead without obtaining permits. It is rather widely 
believed that the prediction of one million units 
started this year will probably be exceeded by 
100,000. 

Prices of soft goods continue to weaken. In con- 
trast, there is a slow but almost constant increase in 
metal prices. This rise in the price of metals is read- 
ily understandable as the government and private 
industry compete for the same materials. By the 
same token, the decline in the prices of textiles indi- 


cate that once again this industry group is entering 
a buyers’ market and has become keenly aware of 
price competition. However, thus far there has not 
been any notable decline except in such food products 
as butter and some meats and except where some 
retailers decide to push soft goods by extensive pro- 
motions. 


LEAD PRICES AT NEW HIGH 


Lead prices (in New York) have been advanced 
to 2144 cents a pound, a new record. At 211% cents 
a pound, lead is not the most inflated of all the major 
metals. Copper is about 320% above the 1939 aver- 
age, which was less than 5 cents a pound. The average 
price of all metals and metal products is currently 
about 83% above 1939. The advance in lead prices 
was not an unexpected development as American 
consumers have been paying about 2114 cents for 
foreign lead. They have also been paying higher 
prices for lead obtained from scrap. For some time, 
small amounts of lead from Australia have been sold 
to American consumers at 211% cents, and recently the 
price of Mexican lead at Gulf ports was advanced to 
20 cents a pound. Some domestic users of lead have 
been paying as much as 2414 cents a pound for for- 
eign metal and there are reports that makers of lead 
products have been paying about the same price for 
lead recovered from domestic scrap. Lead prices have 
advanced 64% cents a pound thus far this year. The 
former price of 1944 cents had been in effect since 
July 28, when it was increased 2 cents a pound. The 
previous level of 1744 cents had held since April 5. 
Prior to this increase, the price had held at about 
15 cents a pound since March, 1947. During the war, 
however, the price of lead was fixed at 64% cents a 
pound; and it was only 8% cents when the OPA 
controls ended in November, 1946. 

What does that mean to manufacturers whose use 
of lead is an important factor in their operations? 
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Makers of batteries, cable covers, high-test motor 
fuel, paint, and many building materials will have 
higher raw material costs, which, if precedents are 
maintained, mean higher prices for finished products. 


CONSUMER CREDIT RISE MODERATES 


Coincidental with the revival of regulation W on 
September 20, credit to consumers rose only $299 mil- 
lion in September when credit outstanding totaled 
$14,650 million. This was 25% above the debt figure 
of $11,708 million for September, 1947. The increase 
of $299 million in September was less than the aver- 
age monthly increase over the preceding twelve 
months, and it may be that regulation W may have 
been responsible for the lower average. (See Chart 2.) 

The purchase of automobiles on credit rose $73 
million in September, bringing the outstanding credit 
for this type of purchase to $1,854 million. In the 
same month a year earlier, the figure was $1,004 mil- 
lion. The peak in automobile purchase credit was 
reached in August, 1941, when the total outstanding 
amounted to about $2,300 million. The month-to- 
month increase through September, however, is slight- 
ly lower than that of the two preceding months, 
partly because of a decline in the prices of used cars. 


MORE BUYERS’ MARKETS 


The 20% reduction made in men’s clothing prices, 
initiated by one large manufacturing-retailing chain 
during mid-October is believed to be the forerunner of 
other reductions in other lines. For example, depart- 
ment store sales of furs and furniture have been lag- 
ging. The stores are well stocked and are no longer 
short of any major home appliances except some types 
of refrigerators. Commenting upon the expansion of 
a buyers’ market, Donald F. Dugan, executive assist- 
ant in charge of all merchandise for Gimbel Brothers 
in New York, had this to say: “Fur sales are at a low 
ebb. Stores are being forced to promote slow-moving 
bedroom and dining room furniture. Retailers are 
overstocked on men’s clothing where prices remain 
high.” Mr. Dugan also stated that prices of cut and 
piece goods have now declined to where they should 
be. Prices on women’s wear are more stable this sea- 
son and reflect better values. Prices on other hard-to- 
get merchandise, such as carpeting of 15-foot width, 
will remain at present high levels for at least another 
six months, according to Mr. Dugan, but he is opti- 
mistic over retail business prospects for next spring, 
when income-tax refunds amounting to $1.5 billion 
will add to consumers’ spending power. 

Although buyer resistance is intensifying, it is also 
interesting to note that when the consumer feels that 
the price is “right” he does not hesitate to take advan- 
tage of these opportunities. For example, during the 
final weeks of October, Lit Brothers, a department 
store in Philadelphia, slashed prices 20% on several 


hundred items, and the results far exceeded their 
expectations. The president of the store described the 
record as exceeding by a substantial margin the big- 
gest pre-Christmas day in the history of the store. The 
largest sales showing was in the women’s, misses’, and 
children’s ready-to-wear departments. This sale 
marked Lit Brothers’ fifty-seventh anniversary. 


FURNITURE ORDERS DECLINE 


New orders for furniture booked by furniture fac- 
tories in September were lower than in the preceding 
month, according to reports issued by Siedman & 
Siedman, accountants for many of the leading furni- 
ture companies. Orders according to this source are 
down for the third successive month and lower than 
in the similar 1947 period. 

Inventory accumulation ranks as one of the most 
important factors bolstering the current high rate 
of business activity. Manufacturers’ inventories at 
the beginning of 1946 totaled about $18.2 billion. At 
the end of September, 1948, they had climbed to $30.5 
billion, or about 67%. This September total was 
12.6% above a year earlier. Some of this gain repre- 
sents price increases and it would not seem that in- 
ventories have been out of line with sales. But sales 
of both consumers’ durable goods and soft lines are 
slipping. Other gains have been scored in wholesalers’ 
and retailers’ stocks. : 


HIGHER FREIGHT RATES ASKED 


The railroads have acted promptly to fit their fu- 
ture revenues to the expense pattern indicated by the 
wage increase of ten cents an hour granted to em- 
ployees represented by the Brotherhood of Railroad 
Trainmen and the Order of Railway Conductors. The 
railroads on October 12 amended their freight-rate 
petition, to ask for a general increase of 13% instead 
of 8%. At the same time, they asked the Interstate 
Commerce Commission to grant interim relief on the 
basis of the original petition. 

The proposal as amended also raises to higher lev- 
els the permanent adjustments sought in rates on 
commodities accorded exceptional treatment; namely, 
increases such as proposed on coal, coke, iron and 
ore haulage, as well as rates for carrying fresh fruits 
and vegetables, lumber and sugar. 

The supplemental petition estimates that the in- 
creases proposed would yield additional revenue of 
about $1 billion on the basis of anticipated 1949 
traffic volume, or $377.5 million more than the antici- 
pated annual yield of $672.5 million from the pro- 
posals of the original petition filed October 1. It is 
pointed out that the extension of the wage increase 
of ten cents to all employees would cost about $371 
million a year. The increase in operating expenses 
which prompted the filing of the original petition is 
now being incurred, according to the motion. Costs, 
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moreover, will arise further from the result of the 
wage settlement with the two operating unions, which 
became effective October 16, and it is argued that 
“it is highly important in the public interest that 
they [railroads] be authorized to increase their freight 
rates and charges to the extent that will offset these 
additional operating expenses, just as soon as it is 
possible and without awaiting the delays that may 
ensue pending the hearing and the determination of 
the carriers’ petition in its entirety.” 

The proposed increases on coal and coke are 10 
cents for each net ton and 11 cents for each gross ton. 
The proposed increase on iron ore is from 25 cents to 
35 cents a ton, net or gross, as rated; but the exemp- 
tion remains for movements on the Mesabi range 
to upper Great Lakes ports for transshipment by 
water. 

The maximum amount by which the percentage in- 
creases on fresh fruits and vegetables would be lim- 
ited is up from 8 cents to 12 cents for every 100 
pounds, while the same limitation on lumber and 
sugar is up from 5 cents to 8 cents a hundred pounds. 

It is estimated that the new rates would lift the 
prospective 1949 net railway operating income to 
about $1,352 million, according to the petition. This 
would mean a return of about 5.75% on net invest- 
ment. On the basis of present rates, the 1949 return 
on an operating income of about $701 million would 
be about 2.98%. 

The Interstate Commerce Commission, however, 
refused to grant the interim 8% rate increase, but 
plans to begin hearings on the petition on Novem- 
ber 30. 


CAR PRODUCTION AT PEAK 


Stepped-up production in Ford, Hudson, and Gen- 
eral Motors boosted automobile production (passen- 
ger cars and trucks) to the highest point since the 
war ended, and output would have been even greater 
except for the Thanksgiving holiday in Canada on 
October 11. As a result of a shutdown in plants in 
Canada, there was a loss of about 1,100 vehicles in 
that country. 

According to preliminary estimates, about 3,165,000 
passenger cars and 1,161,000 trucks have been pro- 
duced thus far this year in United States factories. 
To this number can be added about 128,500 cars 
and about 82,700 trucks in Canada, bringing the total 
to about 4.5 million. (See Chart 1.) 

Passenger car and truck production may thus 
likely exceed the 5 million mark by a fairly wide 
margin. Steel is the key to any automobile pro- 
duction performance either this year or next. If 
steel shipments increase, as some observers expect, 
there is good reason to expect car and truck produc- 
tion next year to set an all-time record even though 
car and truck producers probably will not receive any 


more steel in the first half of 1949 than was obtained 
during the first half of this year. However, some con- 
traction in the demand for steel by appliance manu- 
facturers appears likely and would permit a larger 
amount of steel to be siphoned off to the automobile 
companies. On this basis, therefore, automobile com- 
panies would have a larger supply of steel than they 
had in any comparable period since the war ended. 
However, there are two clouds on this bright horizon. 
One is the possibility that the cold war will turn 
warmer; if that happens all bets are off. There is also 
the possible chance that allocation of metals will 
spread throughout an even larger number of indus- 
tries. However, there is a definite tendency by the 
steel industry to resist any more plans to allocate the 
“precious” metal. As Iron Age puts it: “The steel 
industry has had its bellyfull of voluntary allocation.” 
Again quoting Iron Age: “Steel industry’s officials are 
beginning to gag on the ever-increasing number of 
orders coming under a plan which started out for 
essentials.” This plan has expanded so rapidly that 
output of some steel products is about 25% to 35% 
allocated. With all its shortcomings, voluntary alloca- 
tion is probably preferred by the industry to govern- 
ment allocation. 


WEST COAST AIRCRAFT ACTIVITY 


The seven major aircraft companies on the West 
Coast report backlogs totaling $1,449,215,138 for 
planes, parts, and missiles, to be delivered over the 
next three and a half years. This represents an in- 
crease of about $430,494,000 since January 1. More 
than 90% of the over-all backlog is for military air- 
craft, including orders placed within the past four 
months for 1,977 new air-force and navy planes. 

While this backlog is impressive, there has been 
only a relatively modest increase in employment and 
it appears that most of the work is still in the blue- 
print stage. 

Employment by these West Coast aircraft com- 
panies has increased only 1,816 since January 1 (as 
of October 1, employment totaled 82,956). In addi- 
tion, there were 19,870 workers employed in midwest- 
ern branch factories operated by these West Coast 
companies. 

Operations of the aircraft industry for the first 
seven months were very unimpressive. Between Jan- 
uary and July, 1948, these companies turned out 
6,263 units or about half the volume shipped during 
the same period in 1947. 

At the present time, the aircraft manufacturers are 
looking for engineers and skilled craftsmen. Tool de- 
signers, master layout men, draftsmen, mill operators, 
template makers, and plaster pattern makers are in 
demand. 

Wiu1aM B. Harper 
Division of Business Economics 
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Survey of Business Practices: 


More Companies Use Budgets 


UDGETING is regarded as an essential tool of 
management planning, coordination and control 
by a large majority of participants in a Conference 
Board survey of executive opinion on this subject. 
Some cooperators feel that rapidly changing price lev- 
els somewhat reduce the value of budgets as a means 
of control. But most executives, however, report that, 
in today’s confused picture, budgets are valuable as 
control mediums and indispensable as instruments for 
better planning. 

The possibility of a business recession is making 
management more and more cost conscious. Extreme- 
ly high operating levels, coupled with low profit mar- 
gins, give cause for increasing concern. Many man- 
agements feel that better planning and coordination 
and a closer control of costs are necessary in the 
face of a possible sales decline. Budgeting, say its 
advocates, is one of management’s most effective aids 
in accomplishing these things. 


HOW MANY COMPANIES BUDGET 


Seven out of ten of the 190 participating companies 
budget all or some phases of their operations. (See 
Table 1.) This is a somewhat higher proportion than 
in 1931, when a Conference Board survey indicated 
that 55% of the companies reporting had budgets of 
some kind. 

One fourth of the companies in the present survey 
who do not now budget are planning to adopt a 
budget program. Some of these companies suspended 
budget operations during the war and are now inter- 
ested in resuming them. 

Budgeting seems to prevail in the following indus- 
tries: petroleum and products, electrical appliances, 
machinery and supplies, hardware, general industrial 
machinery, office equipment, chemicals, and food 
products. Industries in which a minority budget in- 
clude the following: steel, special industrial machin- 
ery, and machine tools. 


Smaller Companies 


Some smaller companies feel that they do not need 
budgets as much as the larger concerns. They cite 
the compactness of their manufacturing operation (a 
single plant), and the years of experience in working 
together on the part of their top management group. 
On the other hand, many smaller companies have had 
a great deal of success with budgets, and recommend 
particularly the advantages which accrue from set- 


ting forth various management objectives in concrete 
terms. 


BUDGET ADVANTAGES 


A budget’s value as a direct means of planning, 
coordination and control is emphasized by the coop- 
erators. Its effect on executives and supervisory per- 
sonnel in providing a practical measure of individual 
efficiency is also stressed. Some feel that budgets 
promote “a better understanding of each man’s re- 
sponsibility” and point out “their educational value 
to the entire management team.” The following com- 
ments on budget results are typical of many of the 
replies received: 


“We have employed budgetary control as a tool of 
management for many years. We regard our budget as 
more than a norm or standard with which to compare 
cost information. The master budget is a written ex- 
pression of the plans of management in all phases and 
at all levels for the coming year. It thereby induces . 
specific and exact planning, since a vague plan cannot be 
put down on paper. In addition, it acquaints the leaders 
with each other’s plans so that the entire program may 
be better coordinated.” (Electrical machinery) 


Rae 


“We have found that the initiation of a comprehensive 
budget program has had a very salutary effect upon the 
‘spending psychology’ of our executives. It has en- 
couraged critical review of proposed expenditures and has 
stimulated management planning. This psychological ef- 
fect is just as significant as the constructive results that 
are reflected dollarwise in our financial reports.” (Mis- 
cellaneous metal products) 


Other Means of Control 


Budgets are, of course, only one means of control. 
In fact, some executives do not regard their budgets 
as a primary control medium. Budgets, it is pointed 
out, are effective only in so far as they are supple- 
mented by other control devices such as adequate 
supervision and regular financial reports. A standard 
cost program is another device commonly mentioned 
as a budget supplement. 

It is also emphasized that the installation of a 
budget program does not automatically assure good 
budget results. The entire management group must 
believe in the budget principle. And it is reported 
that this sometimes takes a good deal of education. 
In addition, the budget must be properly adminis- 
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tered and its results realistically interpreted to pro- 
duce results of real value. “A budget will not run 
itself,” writes one executive. 

The fact that there is a point of diminishing returns 
about budgeting is also brought out by the coopera- 
tors. “We find that we must be constantly on guard,” 
an executive writes “to protect operating managers 
against their budgeting activities encroaching on the 
time they would otherwise use in directing the current 
activities of their divisions.” This is, of course, a 
consideration when determining the scope of any 
management technique. 


Designing the Program 

A good budget program is one which is designed to 
fit the specific needs of an individual company. This 
fitting frequently takes years to accomplish, and 
some concerns who have had their budget program 
for a decade or more are still not completely satisfied 
with the fit. 

Many concerns, when installing a budget program, 
go through a toe-in-water stage, covering only a few 
phases of their activity. At first, they place relatively 
little reliance on budget forecasts and results. Gradu- 
ally, as forecasting techniques improve and greater 
confidence is added, they extend their area of control 
until virtually all company activities are included. At 
this stage, a great deal of importance is attached to 
the budget and its relation to actual results. How- 
ever, some of the companies installed at first a more 
or less complete budget program and proceeded from 
there to work it into everyday operations. But the 
installation was preceded by a rather exhaustive sur- 
vey of budgets in general and the company’s specific 
needs. 


Budget Efficiency 

Several executives contributed information on their 
standards of budget efficiency. An automobile equip- 
ment manufacturer reports that, at the outset, his 
concern had a 67% over-all realization of the budget 
and that, one year later, this figure had risen to 92% 
despite a drop in sales volume. A food producer writes 
that after fifteen years of experience with a budget, 
he expects a variance of no more than 5%. Another 
company, operating in the chemical field, reveals that 
“experience in operating expense budgets in the last 
three full years, has shown actual expense variances 
from budget allowances of .6% to 1.4%.” A lumber 
products producer reports that in the last fifteen years 
he has been able to predict sales within 5% of actual 
performance. 


TYPES OF BUDGETS 


Approximately two out of five companies who regu- 
larly budget indicate that they cover all phases of 
their activity or that they have profit-and-loss-state- 
ment and balance-sheet budgets. The remainder who 


budget include only certain operations, costs, or pro- 
grams. Of those in this latter category, nearly 70% 
include some production and administrative costs in 
their budget programs, while a smaller proportion in- 
clude advertising or other selling costs. Some coop- 
erators budget their indirect costs only and depend 
on their standard cost systems to control direct pro- 
duction costs. Sales income is budgeted by roughly 
50% of those with partial budgets and by ‘nearly 
three fourths of those who report some form of budget 
program. Purchases of materials are commonly 
budgeted, as are inventories. A capital expenditures 
budget is reported by 35% of those who do not have 
complete budgetary control, while fewer concerns in 
this group budget cash and profits. 

As there is some confusion in management circles 
as to what the term budget precisely means, it can 
probably be safely assumed that a certain proportion 
of those who report advertising and capital expendi- 
tures budgets more nearly appropriate funds rather 
than budget them. 

In many companies, each operating department has 
its own budget which is tied in with the master or 
over-all budget. Branch office operations are also 
budgeted individually. Some companies have person- 
nel budgets in addition to financial ones, by means of 
which they attempt to forecast the number of people 
who will be on their payroll at the beginning and end 
of the budget period. Individual research projects are 
the only activities budgeted by some companies, while 
job order and construction concerns report budgeting 
or estimating of each order received. 


Fixed or Variable 


A majority (roughly 60%) of the companies oper- 
ate under fixed budgets. The others have flexible or 
variable budgets—expressed in fixed, semivariable 
and variable components which can be adjusted to 
any level of activity that develops. A number of 
companies are just now going on a flexible basis. 

Many concerns have both flexible and fixed ele- 
ments in their budget programs. They find it advis- 
able to treat some factors, such as production costs, 
on a flexible basis, and have fixed budgets for other 
items such as administrative expenses and plant ex- 
penditures. 


Length of Period 


A substantial majority of the companies operate 
with budgets which cover a calendar year, but, in 
many cases, these budgets are revised frequently 
within the year. A smaller percentage of cooperators 
have budgets covering a six-month period, while an 
even smaller group operate with budgets embracing 
three months or less. 


1The sales forecasting practices of many companies are reviewed in 
Tue ConFEerENcE Boarp’s Studies in Business Policy, No. 25, 
“Forecasting Sales.” 
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Many cooperators have long-range budgets which 
supplement their one-year or six-month budgets. A 
five-year budget or forecast is not uncommon and a 
number of companies have three-year forecasts. These 
longer-range budgets generally deal with capital ex- 
penditures, cash, profits and sometimes sales volume; 
and an attempt is frequently made to forecast the 
balance sheet and the profit and loss statement for 
several years hence. 

Approximately one half of the companies regularly 
revise their budgets within the established budget 
period. The others make changes irregularly or only 
when compelled to by internal or external factors. 
Some will not make revisions unless the changes are 
very important. Regular revisions are most frequent- 
ly made every three months although a smaller num- 
ber revise their budgets every month. 


ADMINISTRATION 


In 35% of the companies budgeting, the controller 
is the chief budget administrator. (See Table 2.) 
The treasurer is the budget administrator in 17% of 
the companies and in 16% a budget director or 
budget department head is responsible for the budget 
program. The president, a vice president or a form 
of top management committee is the chief budget 
administrator in 13% of the concerns. Operating de- 
partment and division heads are the others who are 
reported in any number as having this responsibility. 

The budget director is most frequently responsible 
to the controller. In some concerns, he reports to the 
treasurer; and in others, he is responsible directly to 
the president. 

Many executives participate in working up budget 
details—for example, the sales chief, the various other 
operating department heads and the branch plant 
managers. But the controller is the one who most 
commonly assembles and compiles the figures for 
submission to those responsible for budget approval. 
This is true in almost 40% of the companies. The 
treasurer compiles the budget in approximately one 
sixth of the companies, while in a smaller number of 
participating companies, the budget director is re- 
sponsible. 


Committees 


Only one out of six budgeting companies report 
that they have formally designated budget commit- 
tees. However, some concerns have three or more 
executives who regularly work on the budget al- 
though they are not formally a committee, and many 
others report that general management committees 
act in the same capacity as budget committees. 

The size of the budget committees varies greatly 
from company to company. Some consist of only four 
or five members, while a metals producer has a budget 
operating committee which is made up of forty of the 


major executives of the company. A budget com- 
mittee frequently consists of the president, financial 
executives and division operating heads; some con- 
cerns include outside directors as members. One 
company that has outside directors on its budget 


Table 1: Company Practices as to Budgeting 


in 190 Companies 


Metal Other 


Be ee Pri 
Classification Total Peaduces Saget ee 
Number of companies....... 190 25 97 68 
Do: budgetisut &. ates. oe 1% 64% 10% 15% 
Planning to budget.......... 1% 16% 5% |* 7% 
Do not budget../.:..--)oael 2270 20% 25% 18% 


committee reports that “we have found this arrange- 
ment somewhat cumbersome and we are currently 
giving consideration to the formation of a smaller 
committee consisting entirely of executives respon- 
sible for operations.” 

Primary responsibilities of most budget committees 
appear to be the approval of budgets, the establish- 
ment of over-all but not detailed budget policy and 
procedure, and the transmittal of budget results for 
action by the president, operating committees, and 
the directors. 


USE OF RESULTS 


Regular financial reports are used extensively in 
conveying budgeted versus actual performance rec- 
ords to operating executives, supervisors and foremen. 
These reports are issued monthly, weekly, and in 
some cases daily, depending on the type of informa- 
tion they contain and the level of authority to which 
they are addressed. Some companies supplement their 
financial reports with charts of various kinds and 
many presidents and budget administrators provide 
comments and written explanations which point out 
deficiencies and good performances. Generally, these 
regular reports contain only information which will 
be of direct concern and benefit to the person receiv- 
ing them, with foremen and supervisors getting de- 
tailed data concerning operations under their control 
and the top executives receiving information on the 
broader aspects of budget results. Some companies 
place their greatest emphasis on trends. A communi- 
cations equipment manufacturer writes: “Particular 
attention is given to the trend of such important fac- 
tors as shop efficiency, ratio of expense to direct em- 
ployees, and merchandise inventories.” 


Periodic Meetings 


Periodic meetings of persons responsible for budget 
performance and the president, budget administrator, 
or the budget committee is another commonly em- 
ployed device for conveying information and discuss- 
ing results and problems. Monthly meetings are com- 
mon and a number of concerns report fortnightly 
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meetings. A paper manufacturer writes: “Minutes of 
our budget meetings are kept as to what department 
heads are going to do to reduce any variations which 
seem necessary.” 

Special attention is given supervisors and foremen 
in order to impress them with the value of the budget 
and to explain what the budget is and how to use it. 
One cooperator reports: “A foreman is made to feel 
that he is actually part of the budget, and that his 
department is a small business of his own and should 
be operated as such. We give him departmental fig- 
ures daily.” Companies installing a new budget pro- 
gram reportedly find regular meetings particularly 
helpful. 

In installing the budget one company followed this 
procedure: 


“Our methods were simple and straightforward. Three 
meetings were scheduled to acquaint people with the 
nature and scope of the budget. At the first, the theory 
of the budget and the necessity for it were explained in 
general terms. At the second meeting, which we held 
at the conclusion of the installation, the operation of the 
system was discussed in specific terms as applicable to our 
operations. At the final meeting, which was held indi- 
vidually with each departmental group, all charts and 
working papers used in constructing the department’s 
budget were displayed and carefully explained so that 
there was no mystery attached to the figures.” (Auto- 
motive equipment) 


Table 2: 


Executive Administering Budget in 
122 Companies 


. Metal Other 

Classification er Manu- Mink 

facturers | facturers 

Number of companies....... 67 40 

Chin a 33% 43% 
MINMEMSHRERS, 8 ic. scene 18% 23% 
Budget director............. 18% 13% 
President or top management 16% 8% 
= oa eeedeeeee 15% 15% 


Some companies require written explanations of 
reasons for budget variances from their department 
heads and supervisory personnel. Many cooperators 
find that by having foremen, salesmen and others re- 
sponsible for performance actively participate in 
drafting the budget, confidence is fostered in the 
budget program and interest stimulated in attaining 
budget standards. Budget instruction is given to 
foremen and apprentice students in training classes 
and budget manuals are found in some companies. 


Incentive Plans 


Extra compensation plans for salesmen, foremen 
and executives are directly related to budget per- 
formance in some companies. This technique is re- 
ported as very effective in making these employees 
budget conscious and in attaining desired operating 
results. The existence of executive profit-sharing 


plans is reported as another effective means of in- 
ducing budget consciousness. 

The majority of the managements do not make the 
details of budget operations available to their board 
of directors. However, many of them submit sum- 
mary budget results with their regular monthly finan- 
cial reports, and, in a large number of cases, a sub- 
stantial number of the directors are operating execu- 
tives of the company and so receive the details in 
the budget reports. 


COMPANIES THAT DO NOT BUDGET 

Companies having no regular budgets report vari- 
ous types of informal planning and other means of 
control. Many regularly forecast sales, finances, and 
other operating results, but do not tie these estimates 
in with a formal budget. Various statistical devices 
are used to plot sales and expense trends and some 
cooperators employ break-even charts. Past operat- 
ing ratios are commonly used as yardsticks of pres- 
ent performance; when costs are out of line, an inves- 
tigation is made as to the reason. Standard costs 
are also used in controlling production costs, as are 
methods and procedures studies conducted by the 
industrial engineering department. 

An electrical machinery producer depends on a 
piece-rate premium system for assuring factory effi- 
ciency without a budget. He reasons: “If each pro- 
ductive shop employee is making a normal premium, 
we can assume that we are coming out all right.” 
His company also has for operating executives and 
supervisory personnel a flexible salary plan, a semi- 
annual bonus, an annual stock purchase bonus and 
a profit-sharing trust. 

The value of the budget principle is recognized by 
a number of persons who do not now budget. They 
report that, if circumstances were different, they 
might have recourse to a budget but that, as things 
now stand, they are quite satisfied with their “less 
direct” means of cost control and planning. 

Some companies do not budget because they con- 
sider themselves too small to get full results from a 
formal program. A hardware producer feels that a 
tight control of daily operating efficiency is to be pre- 
ferred to cost control through a budget. An automo- 
tive equipment producer does not budget because he 
cannot make a reasonably accurate sales forecast. A 
metal products producer finds budgeting impossible 
at this time because he has not completed his postwar 
reconversion, and a steel producer has “not felt the 
need for a complete budget because the company’s 
margin of profit has been above average.” Others give 
the rapidly changing and unpredictable price picture 
as a reason for not budgeting. 


Henry E. Hansen 
Francis R. Lusarpi 
Division of Business Practices 
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Corporate Plant Expansion, 1946-1948 


By L. K. Branpt 
Professor of Economics, University of Mississippi 


STUDY was recently undertaken at the Univer- 

sity of Mississippi, for the purpose of obtain- 
ing first-hand information on the sources of funds for 
postwar expansion of manufacturing plants.2 Here 
are the findings of this study, and their interpretation. 
Late in 1947 questionnaires were sent to 803 American 
manufacturing corporations.’ These corporations were 
divided into the following nineteen groups: automo- 
biles; building materials and equipment; chemicals 
and allied products; communication equipment and 
related products; drugs, medicine, cosmetics and soap; 
food and kindred products; household machines, ap- 
pliances and utensils; leather and leather products; 
lumber and wood products; machinery parts and 
equipment; iron and steel; nonferrous metals; oil re- 
fining; paper and allied products; professional and 
scientific instruments; rubber products; textile mill 
products and apparel; tobacco products; and trans- 
portation equipment. The main questions sent to 
controllers of the corporations were as follows: 


1. Have you expanded your plant facilities during 
1946 or 1947? 


2. Do you plan to expand your plant facilities dur- 
ing 1948? 

3. If you have expanded, or plan to expand during 
1948, or both, please indicate the source and dollar 
value of the expansion below: 

Stock: common; preferred. 


Bonds: equipment; debenture; mortgage. 

Notes: with maturities of one year or less; with ma- 
turities of more than one year. 

Income. 


Seventeen of the industry groups replied to the 
questionnaire. Two groups (paper and allied prod- 
ucts and professional and scientific instruments manu- 
facturers) were sent thirty-four questionnaires but 
submitted no replies. Four of the seventeen industries 
returned fewer than 15% of the questionnaires sent 

1An expanded treatment of this subject will appear in the January 
1949, issue of The Southern Economic Journal under the title of 
“Sources of Funds for Corporate Plant Expansion, 1946-1948.” 


*The writer is deeply indebted to M. J. Williams, now at Duke 
Daprerntys for his assistance in collecting and compiling the original 
ta. 


*These are the corporations whose sales are reported quarterly by 
the Securities and Exchange Commission. Each has securities listed 
on a national securities exchange. It was felt that these enterprises 
were most indicative of the pacemakers and policy determiners of 
the manufacturing industry. 


to them. These four (food and kindred prod- 
ucts, lumber and wood products, tobacco products 
and transportation equipment manufacturers) were 
eliminated from further examination along with the 
two submitting no replies, thus leaving thirteen 
groups and a total of 584 companies. Fifteen per cent 
was selected arbitrarily as the dividing line between 
those that would and those that would not be retained 
for further analysis. Table 1 offers a list of the thir- 
teen groups retained for further analysis, with an 
illustration of the number of questionnaires sent, and 
the number and percentage of replies returned by 
each. 

The thirteen groups consist of those which submit- 
ted replies in excess of 15%. Forty per cent of these 
companies replied to the questionnaire. The largest 
number of replies came from the manufacturers of 
machinery parts and equipment, but the largest per- 
centage came from the manufacturers of automobiles 
and equipment. Eleven of the thirteen industry 
groups returned more than 30% of their question- 
naires. 

Table 2 compares the number of corporations ex- 
panding with the number replying to the question- 
naires. Eighty-three per cent, or 195 of the 234 reply- 
ing concerns, indicated that they had expanded in 
the two previous years, or expected to expand by the 
end of 1948. The largest number of expanding firms 
were present in the machinery parts and equipment 
industry—the same group of corporations that re- 


Table 1: Number and Percentage of Companies 
Replying to Questionnaire 


Industry 


66.00 
46.00 


Automobiles and equipment.......... 
Building materials and equipment... . . 
Chemicals and allied mead 
Communication equipment and allied 
products: cro chee cali aia ai 
Drugs, medicines, cosmetics and soap. . 
Household machines, appliances and 


tare 
28.8 


Renniis. Cie cere nt a chelals. wera sas 19.23 
Leather and leather products......... 53.33 
Machinery parts and equipment....... 42.95 
Iron: and steel. :.nd oF .et sive. ese 36.62 
Nonferrous metals................... 38.46 
Oil’ refinngiy esr cee aries coe te 48.39 
Rubber productssge. sgec Ane 7 17.65 
Textile mill products and apparel..... . 30.51 

Ye ee eee eee re 40.07 
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ceived and returned the largest number of inquiries. 
The smallest number of expanding firms were present 
in the rubber products industry which received seven- 
teen questionnaires and submitted three replies. But 
the highest percentage of expanding firms is not found 
in the industry submitting the largest number of 
replies, nor is the lowest percentage of expanding firms 
found in the industry submitting the fewest replies. 
In eight of the groups, all the replying corporations 
indicated expansion over the three-year period. In 
only two industries—communication equipment and 
allied products, and nonferrous metals—was expan- 
sion participated in by as few as one half of the 
firms. Together, the firms will have expanded by 
$3,688,574,000 by the end of 1948. 

It is evident, in view of Table 3, that common 
stock is not a major source of funds for plant expan- 
sion, supplying only 4.57% of the combined expansion 
funds. Three industry groups indicated using com- 
mon stock for more than 10% of their financing, but 


Table 2: Number and Percentage of Expanding 
Corporations 


% of Com- 
anies 
Expanding 
to No. 


No. Com- | No. Com- 
Industry panies panies 
Replying | Expanding 


Replying 
Automobiles and equipment.......... 33 33 | 100.00 
Building materials and equipment... .. 23 23 | 100.00 
Chemicals and allied products......... 17 17 | 100.00 
Communication equipment and allied 
SSE Rae errr & 8 4 | 50.00 
Drugs, medicines, cosmetics and soap. . 7 7 | 100.00 
a machines, appliances and 
MS EMRE Rc beds sires iosiatgs <3 <a 5 5 100.00 
ee and leather products......... 8 6 75.00 
Machinery parts and equipment....... 61 46 75.41 
MEORMAUCSCCEL. wclcsic ee dc v.cje sce s caesee 26 16 61.54 
Nonferrous metals................... 10 5 50.00 
MTA oteidisior diya iolasaj crap csotatoyeis wt 3 ota 15 14 93.33 
Rubber Rots els lio he eres casters ace 3 3 | 100.00 
Textile mill products and apparel...... 18 16 88.89 
SUBLET adore eioc dees Fates es 234 195 83.33 
only one—communication equipment—is relying 


upon this medium as a major source of funds for 
expansion. Nor does preferred stock offer a contrast- 
ing picture. While almost twice as many expansion 
dollars are arising from the sale of preferred as from 
the sale of common stock, only four groups are resort- 
ing to this instrument for more than 10% of their 
funds. Three of the four preferred stock figures, how- 
ever, exceed 20%. Both classes of capital stock com- 
bined will supply a little more than 13% of the total 
dollars, and it is evident, therefore, that the major 
source of funds lies outside the equity market. 

None of the corporations under consideration is 
using equipment bonds, and relatively few are resort- 
ing to debenture or mortgage bonds. Debenture bonds 
are supplying 5.86% and mortgage bonds 2.42% of 
the funds. Both classes of bonds together will provide 
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Table 3: Stock as a Source of Funds for Plant 
Expansion 
In Thousands 

Stock 
Common Preferred 
Industry 
% of % of 
Amount Amount | Ind: 
"Rotal” “Total” 
Automobiles and equipment...... $534] 0.29 | $4,200} 2.29 


Building materials and equipment. 
Chemicals and allied products. . 
Communication equipment and 


16,544] 15.99 | 10,685) 10.33 
2,625} 0.43 | 191,000} 31.34 


allied products. . 10,000} 61.16 0 
Drugs, medicines, ‘cosmetics and 

SOapW nat aalreeine datos alata. 275| 1.12 0 
Household machines, appliances 

ANC WLOHSHS occ aulered ee uageerne 6 300} 2.83 2,565| 24.21 
Leather and leather products..... OlGeEsie Oley 
Machinery parts and equipment..| 1,750] 0.55 | 95,500) 29.98 
Troncand steels s25 co wadecacuasines 4,090} 1.23 i} eee 
Nonferrous metals.............. Ole: OP pre 
Oil refining. . .|112,500) 5.97 6,000) 0.52 
Rubber products. . Olysiore Ole. ade 
Textile mill ery ‘and ‘apparel. 20,025) 14.48 5,000} 2.94 

Total. . ce eeaeseeseees.| 168,643] 4.57 |314,9501 8.54 


slightly more than 8% of the dollars. Three industry 
groups stated they are using debenture bonds to 
finance more than 10% of their plant expansion, and 
only one industry—iron and steel—reported the use 
of mortgage bonds to finance more than 10% of its 
expansion. Eight of the thirteen groups reported no 
use of mortgage bonds, and two others reported less 
than five tenths of one per cent. This is more con- 
sistent with tradition in industrial financing than are 
the low capital stock figures contained in Table 3, but 
they also fail to explain expansion in this postwar 
period. Notes with maturities of one year or less are 
short term and are used mainly to supply working 
capital. As evidenced in Table 5, these corporations 
use few short-term notes for plant expansion. Short- 
term notes will account for less than 1% of total 
expansion of the thirteen groups. The only excep- 
tion to this is the building materials industry, which 
reported the use of short-term instruments to supply 
approximately 20% of its plant expansion. Eight of 
the groups reported no use of short-term notes and 
one other reported less than one tenth of one per cent. 
These figures are indicative of long-accepted prac- 
tices among manufacturing concerns. 

Notes with maturities in excess of one year, on the 
other hand, illustrate considerably more financial stat- 
ure. Long-term notes will have supplied 13.46% of the 
total expansion by the end of the period—the great- 
est single source of external funds. Maturities of 
long-term notes were found to extend from three to 
twenty years, with more falling within the long than 
in the short half of these limits. Drugs, medicines, 
cosmetics and soap manufacturers are relying almost 
entirely upon notes with maturities in excess of one 
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year, while seven of the industries state they will use 
them to finance more than 18% of their plant expan- 
sion. Only one industry—rubber products—reported 
no use of this type of financing. The relatively exten- 
sive use of the instrument, by this group of manu- 
facturers, for plant expansion is consistent with what 
appears to be a definite trend in external financing. 

Income is the key source of funds for plant expan- 
sion, supplying 64.47% of the total funds. (See Table 
6.) All but two industries will have used this me- 
dium, by the end of the period, for more than 20% 
of their expansion. Drugs, medicines, cosmetics and 
soap manufacturers, however, resorted almost entire- 
ly to long-term notes, leaving no room for income 
financing. Deficiency in income for plant expansion 
in this industry may have resulted directly from cur- 
tailed operations during the war. Seven of the indus- 
tries are allowing income to supply more than 50% 
of their expansion funds, and three are resorting to 
this source for more than 80% of their expansion. 
Since the boom of the Twenties, income and long- 
term notes have gradually come to supplant equity 
and debt securities as mediums of expansion. Income 
for plant expansion is accumulated mainly by adher- 
ing to conservative surplus and reserve policies. 


POPULARITY OF INCOME SOURCE 


Tables were finally set up in this study to establish 
frequency ratings for each source of funds. The im- 
portance of each source was found to be relatively 
the same on this basis, as on the dollar-value basis. 
Thus, 195 expanding corporations are resorting, in 
all, to 356 separate financial transactions to complete 
a $3,688,574,000 plant expansion program, resulting 
in an average of two transactions for each corporation. 
Common stock is being used twenty (5.62%) times 
and preferred stocks thirty-three (9.27%) times. 
Debenture bonds are being used twenty-one (5.89%) 
times, and mortgage bonds nine (2.53%) times; notes 


Table 4: Bonds as a Source of Funds for Plant Expansion 
In Thousands 


Equipment Bonds 
Industry 


Amount | PerjCent 
Automobiles and equipment.................. 
Building material and equipment............. 
Chemicals and allied products................ 
Communication equipment and allied products. 
Drugs, medicines, cosmetics, soap............. 
Household machines, appliances and utensils. . . 
Leather and leather products................. 
Machinery parts and equipment.............. 
Tron aiid steels ee nee oe Pa Ce 
Nonferrous metals..ci2! iso). 3, 23b ih soees <a 
Ol refining: 257s .< stadt iver gcse eee nee ee ae 
Rubber productaieicssc0t cesta cee ie ee 
Textile mill products and apparel............. 


eocoocoecece|co|o\co 


La een ee cnrere en | ited) eee 


—] 


Debenture Bonds 


SS | i | 


with maturities of one year or less sixteen (4.497%) 
times, and notes with maturities in excess of one year 
sixty-one (17.14%) times. Income, finally, is being 
used in 196 (55.06%) separate instances. Thus, basic- 
ally, the same pattern prevails in the frequency-of- 
use as in the dollar-value basis of comparison. 


SIGNIFICANCE OF FINDINGS 


The sale of stock, bonds and notes generally in- 
creases current assets preliminary to plant expansion 
—so does current income withheld from the factors of 
production. Plant expansion is, in its simplest garb 
then, a transfer of current into fixed assets—a change 
in the quality of assets from cash and cash items to 
productive buildings, machines and equipment. This 
concept of plant expansion, carried one step further, 
must lead to the conclusion that the source of plant 
expansion is current assets and, therefore, that plant 
expansion renders only qualitative changes in total 
assets. For this discussion, however, plant expansion 
is treated as an increase in total assets brought on by 
the creation of new obligations. Thus, sources of funds 
are not current assets but stock, bonds, notes, and 
income withheld from the factors of production. For 
convenience of analysis all sources of funds are classed 
as external or internal. External sources are those 
other than income, and are further distinguishable 
by the presence of formal financial instruments. Thus, 
external sources are evidenced in stocks, bonds and 
notes, while the internal source is evidenced in man- 
agement’s informal mediums of surplus and reserves 
set up out of income. 

Internal expansion, therefore, causes an increase in 
net worth with further effects upon book values, 
market values and new financing. Book value of 
capital stock increases with increased net worth where 
the latter results from internal expansion. Should 
profits result as anticipated, from the expansion and 
added production, earned surplus will probably also 
grow, causing book value 
of capital stock to increase 
still further. The effect of 
this condition is to 
strengthen the market for 
both common and _ pre- 


Mortgage Bonds 


Mortgage | Per Cent 


Per Cent 


Amount ferred shares, especially 
Ee pi0,008 5.46 for the former. Preferred 
4.92 ally shares being restricted in 
dpe 0; .... dividends and assets on 


dissolution, and being sub- 
jected generally to re- 


23.33 


9.05 | 77,900 | e349  demption at the option of 
22.44 0 ..... the corporation, are likely 
Ppl : ‘** to benefit less than com- 
be. 200 | 0.12 mon shares from the prac- 
5.86 | 89,347 | 2.42 tice of internal expansion- 
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Table 5: Notes as a Source of Funds for Plant 


Expansion 
In Thousands 


Notes with Maturities 


Industry Of Less Than One | Of More than One 
Amount | Per Cent} Amount | Per Cent 
Automobiles and equipment...... $4,000 19.41 
Building materials and equipment.| 18,750 18.97 
Chemicals and allied products... . 20 37.38 
Communication equipment and 
allied products................ 1,250 4.89 
Drugs, medicines, cosmetics and 
VEE] Sivonen Paes Sei eee am 0 98.88 
Household machines, appliances, 
anoruitensils,.....wi skein i cee 1,000 4.72 
Leather and leather products... . . 7.03 
Machinery _— and <2 ey 90 36.29 
Nronpand steel... ah.) 5. bis<s 0 2.03 
Nonferrous metals. ............. 0 37.39 
ROHMEEMIN GE erase cee Sse 0 0.79 
Rubber products. . 0 Raise: 
Textile mill products ‘and ‘apparel. 0 23.52 
LMS (ee ays Ae. ee er oe 25,110 


Table 6: Income as a Source of Funds for Plant 
Expansion 


In Thousands 


Industry Amount Per Cent 
Automobile and equipment. . Pere aoe  SkeuSlo | 69-51 
Building materials and equipment. fees trees 33,812 | 32.71 
Chemicals and allied products..............- 157,971 | 25.92 


Communication equipment and allied products 4,300 | 26.30 
Drugs, medicines, cosmetics and soap......... 


Household machines, appliances and utensils. . 5,880 | 55.50 
Leather and leather products................ 7,930 | 92.97 
Machinery ote and equipment............. 9.48 
Ve ihr A a a Doe ore aie, itera 64.20 
Wonrerrous metals... 97 ged e082 8 oka 40.17 
MIAME TITIES Ais cath cs ec Siaiere, hob hs adh 50 Bese wie) ste a, « 89.26 
PRPRSER PLOCUCES..9. «25, 0-< arch alere. 0 sleriticnee Shae 83.07 
Textile mill products and apparel............ 58.94 

a SDD Bi SSS See: dees Be ee one On 64.47 


Besides stockholders, however, the corporation itself 
stands to benefit from the stronger market as it con- 
ditions the issue of new capital shares. 

The effect of internal expansion upon outstanding 
bonds is similar to its effect upon capital stock—espe- 
cially preferred. Added asset support, greater produc- 
tion, and probably greater profits, secures the pay- 
ment of interest and principal. Holders of mortgage 
bonds with after-acquired property clauses are direct- 
ly benefited and all unsecured holders of debentures 
are indirectly benefited and the combined benefits are 
soon registered in stronger bond quotations. Such 
advantages, however, are likely to be short lived 
because bond premiums mean lower yields, and lower 
yields invite refunding at reduced interest rates. This 
works to the advantage of the corporation in enabling 
it to reduce fixed charges, which ought to be looked 
upon with favor by management, labor and equity 


capital. Besides taking advantage of low interest 
rates to refund outstanding indebtedness, corpora- 
tions may take this opportunity to raise added capi- 
tal. But management is not inclined to raise capital 
by the issue of bonds as long as income is available, 
because the latter is always more economical. The 
trend as it appears today is lower interest rates on 
bonds than ever before and yet also unprecedented 
internal expansion. While low interest rates on cor- 
porate bonds are often attributed to the “cheap 
money” program of the Treasury, the major factors 
in reducing such rates seem to be increasing incomes 
combined with larger withholdings, and with an in- 
creasing quantity of investable funds in the hands of 
individuals and financial institutions. 


DIRECT PLACEMENT AND RATES 


Short cutting the sale of bonds by direct placement 
of long-term notes with insurance companies, com- 
mercial banks and financial institutions of lesser sig- 
nificance has reduced the interest on long-term debt 
financing to an all-time low. The same factors affect 
these instruments, however, as affect bonds. Note- 
holders secured by after-acquired property clauses are 
directly benefited and all unsecured holders ‘are indi- 
rectly benefited by internal expansion. Added plant 
and rising profits are reflected favorably in over-the- 
counter markets where long-term notes are exchanged. 
But noteholders may also find themselves taking cash 
in place of notes where their notes are redeemable at 
the option of the corporation. The same conditions 
which strengthen the market and cause redemptions, 
however, also press down interest rates on new issues 
and reduce, as in the ordinary refunding of bonds, 
fixed charges of the corporation. Besides taking ad- 
vantage of low interest rates to call outstanding notes, 
corporations are inclined to expand their capital by 
issuing new notes at the lower rates. 

Despite the fact that internal plant expansion has 
been slow to reach its present proportions, it has long 
been recognized as the most conservative and least 
risky of the various methods here discussed. It is 
necessarily a gradual rather than a rapid means of 
expansion, but while it builds slowly it builds firmly. 
It assures solvency and improves the chances of long- 
run profits, and in the process of expansion has signifi- 
cant secondary effects upon book and market values 
of outstanding external instruments. 


Business Book Shelf 


How Manufacturers Reduce Their Distribution Costs— 
Case studies of the actual experiences of a group of manu- 
facturing firms which were able to achieve substantial 
reductions in their marketing costs through improvements 
in efficiency. By Charles H. Sevin, Economic Series No. 72, 
Department of Commerce. Price $.35. 
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PEGGING THE INTEREST RATE— 


YIELDS ON Bo io OBLIGATIONS 
R CENT PER ANNUM 


15 YEARS AND OVER 
(TAXABLE) 


2.0 


3-5 YEAR ISSUES _ Seat 
(TAXABLE) 1,09 
0.5 LOLA 
Eee a ee ee 
3 MONTH BILLS oe 


0 
1941 1942 1943 1944 1945 1946 1947 1948 


1. yields on government obligations have 
been permitted to rise since the war but 
long-term bonds are still being pegged. 


FEDERAL RESERVE HOLDINGS 


OF GOVERNMENT OBLIGATIONS 
BILLIONS OF DOLLARS 


2 
i941 1942 1943 1944 1945 1946 1947 1948 


2. huge federal reserve purchases of treas- 
ury bonds have done the trick since 
late 1947. before then it was short-terms. 


MEMBER BANK | gBALANCES 
BILLIONS OF DOL 


0 
1941 1942 1943 1944 1945 1946 1947 1948 


3. these purchases have shot up member . 
bank reserves. but requirements have 
risen, with no big rise in excess reserves. 


MEMBER BANK 


RESERVE REQUIREMENTS 
PER CENT OF DEMAND DEPOSITS 


30 


CENTRAL RESERVE 
CITY BANKS SEPT 


feu aa aa red | Benes. 


1941 1942 1943 1944 1945 1946 1947 1948 


4. the percentage of reserves required 
against deposits (lowered during the 
war) has only recently been raised. 
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INFLATION CAUSE OR SPUR? 


GOLD STOCK AND CURRENCY IN CIRCULATION 
BILLIONS OF DOLLARS 


CHANGE SINCE NOVEMBER, (941 


CURRENCY IN 
CIRCULATION 


-3 
1941 1942 1943 1944 1945 1946 1947 1948 


5. when gold flows in, reserves balances 
rise. the same happens when currency in 
circulation drops. today, gold is flowing in. 


MONEY SUPPLY 
BILLIONS OF DOLLARS 


200 


450 


$0 


1943 1944 1945 1946 


a 
1941 1942 1947 1948 


6. large bank loans have maintained the 
money supply created by f. r. and com- 
mercial bank purchases of governments. 


TURNOVER RATE OF TOTAL DEPOSITS 


1942 1943 1944 1945 1946 1947 1948 
(AT ANNUAL RATE) 


7. deposits (except interbank) have been 
turning over at an accelerated rate. effect 
is same as increasing the money supply. 


DEBITS TO TOTAL DEPOSITS 
BILLIONS OF DOLLARS 


8. yearly drawings against deposits have 


steadily mounted . . would inflation 
be so great today without pegging? 
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Labor Surplus by Areas 


ABOR surplus varies considerably between re- 

gions and states, and even among cities within 

the same state. According to a recent survey of the 

United States Employment Service, 36 of 138 impor- 

tant labor market areas had a tight or balanced labor 

supply, 51 a slight labor surplus, 29 a moderate labor 
surplus, and only 22 a substantial labor surplus. 

A rough measure of labor surplus may be found in 
the percentage which insured unemployment repre- 
‘sents of employment covered by state unemployment 
insurance laws. The higher the rate of unemploy- 
ment, the greater the labor surplus. 

For every one hundred covered workers in the 
United States, 2.8 were unemployed during the week 
ended September 11. Only fourteen states! had un- 


1The national average was heavily weighted by the 5.3% in Califor- 
nia, 4.7% in New York, and 3.7% in Massachusetts, since these 
three states account for more than a fourth of all covered workers. 


employment ratios equal to or above the national 
average. Rhode Island, with 7.2% unemployed, had 
the largest relative labor surplus, followed by Cali- 
fornia with 5.3% unemployed, and New York and 
Florida each with 4.7% unemployed. In contrast, 
there were ten states with fewer than one per cent 
unemployed, including five of the eight states in the 
Mountain region. (See chart.) 


LABOR MARKET SURVEY 


The table classifies 138 important labor market areas 
according to relative labor supply. The classifications 
are based upon May, 1948, data and are determined 
primarily by the relationship between the estimated 
volume of unemployment and the estimated total la- 
bor force in the area, Consideration was also given to 
local judgment of the labor market situation. The 


INSURED UNEMPLOYMENT AS A PER CENT OF EMPLOYMENT COVERED BY STATE UNEMPLOYMENT 
INSURANCE LAWS, WEEK ENDED SEPTEMBER 11, 1948 


Source: Social Security Administration 


PER CENT 
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LABOR SURPLUS CLASSIFICATION OF LABOR MARKET AREAS 
Source: United States Employment Service 
cotpess is yenenee in 
‘lassi i anufactur- 4 4 cao 
Labor Market Area ave ing Employ- Labor Market Area ae raeriis pacino 
‘ ment, May : ment, May 
to July to July 
New England Missouri: Kansas'@ity...0. 2-3-2 - = >< Slight surplus - 
Mares ortland Murs, peekierienye tlt Large surplus + Stal cuts ea Wetec beeee eee Slight surplus + 
New Hampshire: Manchester.........-. Fair surplus ae North) Dakotas Bang 0y co sires n= <10/ara oy Tight supply n.d. 
MeMEDORES, DSU OGUOM 7-1. «. occlsre sstage aie Fair surplus + South Dakota: Sioux Falls............. Tight supply + 
Massachusetts: Boston.................| Fair surplus - Nebraskas ‘Lincoln’. 43) Mai 223 5.64 Tight supply Ene 
BrOCktons. «fa. ele eiseeaciaay teats seks Large surplus] _—_n.a. Omahatee®, a8. o:tetn. sepiceere Badd oar: Tight supply + 
BRR VCTA Ss 8k. iets aka g Se so Large surplus n.d. Kansas: Topeka,......................|Slight surplus = 
BRENOUR Gres cre oe abate ten oie we ar atrae Fair surplus n.d. AVG LE recor caret naan be rns oherieiirorce,0 Slight surplus + 
“LONG ee Sos ees Me OS RS a Large surplus n.d. South Atlantic 
Ea GeOALEM Ds ood. Fem d ied SypycrS- Large surplus] —_n.a. Delaware: Wilmington.................|Slight surplus ae 
“EAL BYE a ae UR oe te A Large surplus + Maryland: Baltimore...............--. Slight surplus - 
BSRYUIIIEENCL, Sarctives 5 ayes ers ns aeatel ols Se Fair surplus - District of Columbia: Washington....... Tight supply {2 
Rr HeSOR ites teeta fants s trys k «BAL Fair surplus + Virginia: Hampton Roads.............. Slight surplus - 
Rhode Island: Providence.............. Large surplus + Richtnond!taete torts fovea a Tight supply + 
Connecticut: Bridgeport............... Slight surplus - OANOKC acres reich te Tight supply + 
Pparerord tthe. Ue. ROS, SSE. He cee Tight supply = West Virginia: Charleston..............|Slight surplus + 
Mremsritained.chevs dona cauhe enn a a) ight supply = Montin gion :aihersesaeic dont: ao eae Fair surplus + 
E701 8 eo a ce Slight surplus = Wheelin gets samt a1 stein huss hereon Slight surplus + 
NEC St ae ihe Ae ati caine eri Tight supply - North Carolina: Charlotte..............| Tight supply =f 
Middle Atlantic South Carolina: Charleston.............| Fair surplus + 
PRemOTices ALD ON. aia ah aie fal apeagyr ue Slight surplus + Columbias pada tee see tet eat naan: Slight surplus - 
RPP AITICON ccc Mst ican ene qcuthenss Sarees Slight surplus} na. GeorgianeAtiantace 2142.97 aoe. or Tight supply + 
RSMAT ALO... PARE = neath. Ske. cee Slight surplus - PAU QUSTE Se omit Moet sayin etd ..o heaters Fair surplus ~ 
Sty NWS 5S6 Gir cee Ge eae ae ee Large surplus - Savantialin so2 sted ee hie ie ee. Large surplus - 
UEAehO DS oe Coren) Re SR aera er Slight surplus} —n.a. Florida: Jacksonville........ _|Slight surplus - 
RIOMACUISO ME GENS CMC sfc coors eye aide ees Slight surplus - ISLEY Cie sheen cca totale Petre rs ecier Fair surplus - 
PicaaOMme mee ae... . ole Rtas eA Fair surplus n.d. hamipa eee: eeekek Peete. a Large surplus - 
New Jersey: Atlantic City..............|Large surplus + East South Central 
MMP MUAD EM NS ctohadis,Scodie'eleine ois sre.6% dee Fair surplus - Kentucky:” Louisville. fs sere: tie. eae: Slight surplus - 
BEALEVSOL i Siscain seis eae aiedisie vem oishermiane's Fair surplus a Tennessee: Chattanooga............... Large surplus “f 
Perth Amboy........ paceeess ose [light surplus + LiG gully 5 Sar Mere ence Orion eA eer Large surplus - 
TET ae ge ieee SI aren reat ee Fair surplus + Mempnist nee teeing see cert ork eet Slight surplus + 
Pennsylvania: Allentown. .| Tight supply + Nashvillewae ...,.0 9... BP es cou cea s Fair surplus - 
PUDADMA tos set cacs cn eh oes 5s + ee ee ‘air surplus ~ Alabama® ‘Birmingham:......5).. <2: +... 4. Slight surplus + 
CM nck heed Ra yeaa canter. « | Tight supply + MGbile pense te ore. eek tan Large surplus - 
Pe MNASTINUE 5.0/7, < (21s Susie eo da iis ee Slight surplus aa Montgomery sentiasrt. tose mice cara kr Slight surplus ok 
MEESSG WIE. 3s) Sme tucson soe. Sea ecg es Fair surplus + MicsiSsippl=  GACKSONs ane mee aorta aoe Slight surplus} —_n.a. 
MIMCASUEE: Vion eo. So ae sine She oew ests 2 Tight supply ~ West South Central 
Philadelphia. .....2,......-.-¢-+-.--.a\ ought surplus - Arkansaste lithe Bok: sea )eon eaten: Fair surplus + 
LOTS NG 1g ae i ith a egal Slight surplus ae Louisiana: New Orleans................ Fair surplus = 
ERAS YE Iss cath nadie aks Tight supply - WHreVvepOrh en Ae oa Me ae vat. | ae Slight surplus + 
2 C1 ee eee eeieeee caer ee Large surplus + Oklahoma: Oklahoma City............. Slight surplus 3 
East North Central MNCL wads a5... date SS ee Oe ee ee Tight supply n.d. 
RGN MARTON oe. Sob cues eek Gs oe Slight surplus ~ HCXANSE ATISUND iret... TOs co cet a Slight surplus aa 
BeaatOU. ca aie. eae eee Rey Tight supply + BPERUMOUUE ar erect « stot OU a ealbe Fair surplus 1 
SENT ae ec Me a ee Slight surplus + DALLAS De Mzeerea. rin. ae yfa fs. - Tight supply + 
Beleriand ens eer ieee cree te Slight surplus == BRAS O Meter Faure fetch. 6 = Slight surplus 2 
BESET Ec 2s, 9's). PEGE IO 2 > sielale wis e+ 2 Tight supply + Poriyyortlin«enn gcc ttecael nee Slight surplus ‘ie 
av kon, ssa tire eas see ees ee Tight supply = Galveston soy .aqous 6 tien chao Bets i Tight supply + 
To) (88 See Sco gO ene RIE ee oe Tight supply = RAOUSHOR: F550 cfs Docrsvariasies a ahi Tight supply cs 
SOUNCSLOWD.«.- sas.) es ences ees | Light supply: + rN WE NTU) ATG ans Si Sp iy OO AO ees Ae 3 Slight surplus ao 
Indiana: Evansville....................{Slight surplus + Mountain 
TEV AY Re re te sits OMe sb oe aie ees Tight supply ~ Montana: Great Falls..................| Tight supply + 
PACIADAPONS, 25.005 tee af 12+ - ++ - ONZht weurplus + Vaio, Dose: cert: <a eae ers. eel at Slight surplus + 
Piertn te ESOT 5, 8 ee RUS wt wiknena> icapa = Tight supply + Wyoming: Cheyenne? ).0)4.5.0..5...45 Slight surplus ao 
BDCRTG FLAUKC. nce see eos -pieene ce cen | Kar surplus n.d. Colorado: Denyeriréjes sites. sete ote. ake Tight supply + 
PUA RIB CR COUCH RG ye cro ide sae 2 cients eye ie ie Slight surplus + New Mexico: Albuquerque............. Fair surplus SS 
RE TOLE ree eat eaceite aye ice Pores (6 ase nue Shght surplus + PATIZONAS Ee NGCRING <aycirceto ci Geladncle ou11 cash Large surplus] _n.a. 
“BIH ALC TLR GES cette Cee OS eRe Se rae Tight supply + Wtah: Salt: Lake City. os... Sad sige ae Tight supply + 
ROCK EGR Sac pectin Since veinredianeterass Tight supply + INevedars Renow. are ic tee qaceye tueke Slight surplus + 
REAM ELEM as i Neco aehinnc IR w= «crate niches Slight surplus + Pacific 
Maire MVCLTOLE, ae. 6 < sje S085. 2 see Slight surplus + Washington; Beattle:.o53550..c0.0.e00- Fair surplus + 
TELETTLE ey 5 See aD 72 37. Eo eo Fair surplus + Spokane’ cepa: © defen Saeed «conan Slight surplus + 
Sire eCECATNESY re Merctnite «eae ta sien 's Tight supply + EAC OTN Ee tee RPS in ai sttus cian in 3.2 det Fair surplus + 
DMMB toon tee eas or ee | AIT SUTpIUS + Oregon: Portland-Vancouver............|Large surplus + 
WAMBKCPOI re Pete es eae es Bee oe yt Fair surplus = California: Los Angeles............-..- Large surplus + 
MOT ETSO: <tc teele Un eae Mice ee Slight surplus + Sacrainicntiwe.:)-c. seen Cee Large surplus = 
BETA nce Rardin Ro nahin 5 pha A Slight surplus ate PAUL CLOBUN Os act ay shrubs Sor or Large surplus ae 
Wisconsin: Milwaukee................. Tight supply oe Sam Diego.sters ste foes k enna ss ¢ Fair surplus - 
West North Central Sans Branciseo. oes iciasensal oy Ween 8x2 Fair surplus + 
Minnesota: Duluth-Superior............ Slight surplus + SDAIN I ORC atrercceto Ais otere, MeN, Sieve,» Asepega be Large surplus a 
Minneapolis-St. ee ete Pp Rent ae ie surplus - SLOCEOULLR ete Tater ree he ters Large surplus + 
fowa:) Cedar Rapids nani. Seve die 2-00 Tight supply n.d. } é 5 ae te 
Des Moines... ...:..43 264.00 sewn eras os Tight supply | na. dia eanition oan eee Cary Ate hen a 
GER SOWY.. ..n:s 5 «oe IA a Re Slight surplus n.a. around the metropolitan area. n.a.—Not available. 
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United States Employment Service intends it for the 
use of companies which are interested in hiring addi- 
tional workers incident to plant relocation, plant ex- 
pansion, or contract allocation programs. 

July reports from 122 local employment agencies to 
the United States Employment Service form the basis 
of the column indicating the changes in manufactur- 
ing employment from the survey date to July. They 
have been added as very rough measures of employ- 
ment trends within those areas. They should be used 
with extreme caution, however, because in many cases 
the change represents either strictly seasonal factors, 
or the start or termination of a labor dispute. In ad- 
dition, employment changes in nonmanufacturing in- 
dustries may more than offset employment changes 
in manufacturing. This is, for example, the case in 
Boston. 


OCCUPATIONAL CHARACTERISTICS 


In fewer than two fifths of the areas surveyed labor 
surplus is designated as moderate or substantial. These 
are chiefly the coastal cities and towns, with the ex- 
ception of the Texas tidewater cities. Labor is tight- 


est around the Great Lakes and in the central sections 
of the country. 


FEW NATIONWIDE SHORTAGES 


Outside of scientific pursuits, there are very few 
occupations in absolute nationwide shortage. Even 
in the so-called surplus labor areas, however, scarcities 
do exist in specified job categories. In Los Angeles 
skilled construction workers are needed. The demand 
for office workers is high, and it is expected that a 
shortage of skilled turret lathe and boring bar oper- 
ators with aircraft experience may occur soon. Short- 
ages of workers exist in the following occupations in 
New York City: stenographers, social workers, nurses, 
highly skilled industrial jobs such as automobile body 
and fender men, and experienced printing pressmen. 

The nation’s labor situation has grown tighter in 
recent months. In October, 1948, only 2.7% of the 
civilian labor force were without jobs. This is the 
lowest unemployment rate since the end of the 
war. 

Miriam Civic 
Division of Business Economics 


This Time It’s Television 


HE spectacular mushrooming of the television in- 
dustry during the past year has set a record 
which probably surpasses the growth performance of 
almost any other major industry in the United States. 
For the first three quarters of 1948, television set 
production reached 488,133 units, a sharp upturn 
from 1947 when output for the full year totaled 178,- 
552 and from 1946 when 6,476 sets were made. 
Although the FCC approved commercial television 
in 1941, it was not until the end of the war that the 
industry gained real momentum. On October 1, 
1948, there were 575,600 sets in use in the twenty- 
one metropolitan areas where stations are in opera- 
tion. (See Table 1.) Aside from the thirty-seven sta- 
tions now operating, eighty-six construction permits 
have been granted and 305 applications are pending. 
With the huge volume of video set output and a 
rapidly growing audience, advertisers are becoming 
increasingly interested in this medium for selling their 
products. Television industry leaders plan the estab- 
lishment of nationwide service, analogous to radio 
networks. Coast-to-coast facilities will not only make 
available a greater variety of programs, but they will 
also serve to attract large numbers of advertisers. 
Commercial licenses are still limited to black and 
white television. The FCC has turned down applica- 


tions for color video on the ground that the process 
is still in a developmental stage and should therefore 
remain in the experimental laboratory. 

Television, already expanding as a source of enter- 
tainment, is also rapidly taking its place as a medium 
of mass education. 


Television Production! 
Source: Radio Manufacturers’ Association 
Thousands of Television Sets 


* INCLUDES SOME SETS PRODUCED IN PREVIOUS MONTHS BUT NOT REPORTED 


. Output of those companies which report to the Radio Manufacturers’ Asso- 
ciation. About 90% of total production is thus included. 
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Table 1: Television Set Distribution, 
October 1, 1948 


Source: National Broadcasting Company 


City Number of Families! Sets in Use 
Stations (Thousands) (Thousands) 

Ai a a oe ee 1 233 2.2 
RSIEOTE. «ai cieiace + da en Q 732 22.0 
Boston ee. nse ee 2 1,175 23.1 
Buffalo Ses, we 1 323 4.6 
ain 3 1,438 38.5 
LOS CS aie ae aes 1 384 6.0 
Weveland, 2 .".6 60. .36.: 1 695 9.0 
Beivowts We. ane es ieee 1 839 17.0 
Harti WVOrtly.d . «ch. <i ice 1 269 1.0 
Los Angeles............. 4 1,372 35.5 
Milwaukee............. 1 7.0 
Minneapolis-St. Paul... . 1 7.1 
BNEW FLSVED. 0 5 osc wha - 1 9.0 
News York. 02.00. 6 283.0 
Philadelphia......../... Ss 66.0 
init i 1 3.6 
Salt Lake City.......-.. 1 7 
Schenectady............ 1 9.5 
EB es us kn 1 10.0 
Hie Ee err 1 2.5 
Washington............. 3 18.3 
Bribcotalie cence. 37 575.6 
Wralinats tase ty a9. Es: 2.7 
LUO aS ee 5 
Indianapolis’. . 2 
Louisville,............. 5 
LOST TORE e Oe er 1.0 
jami? 8 
[ont ei. 2 
Providence”.............. 2.3 
San Francisco’.......... 7 
Cerna sete. 2i0t).. 2019: oe 27.4 
102 ie ee 37 612.0 


1Figures represent total number of families in each forty-mile (}4 millivolt) service 
area and may not be combined to show net coverage in two or more cities. 
Sets distributed to area with no TY service. 


Table 2: Estimated Scope of Television Receiver 
Industry by the End of 1953 
Source: Dr. Allen B. DuMont! 


Employees Number 
IYMECURIVED TOCUOTICS oh cscs ce pect evans cauqe 50,000 
Distributors, dealers, installation and service...... 175,000 
eae PCTS Abd 5. 7sisys.64 (aac weit. Palomo ate « | 100,000 
EE US BN os i iyi ne, SETA on A Eh ered, wich atonal as 325,000 
Investment Amount 
PRPBCURSIONTECEIVEIS: oak esha st cee cre cee ees $2,750,000,000 
Manufacturing facilities....................60.. 250,000,000 
SDE ea ti. fais adcot: « tres heey. dl bon. $3,000,000,000 


1Reported by The New York Times. 


According to trade sources, it is estimated that by 
1953 there will be from 11 million to 12 million video 
sets in use, with 400 television stations operating in 
140 cities which is the peak load in the present fre- 
quency band. In five years, the television receiver 
industry is expected to have 325,000 employees and a 
total investment of $3 billion, while television broad- 
casting is expected to need 150,000 employees by that 
time and to involve an investment of $320 million. 
(See tables 2 and 3.) 


Table 3: Estimated Scope of Television 
Broadcasting Industry by the End of 1953 
Source: Dr. Allen B. DuMont! 


Employees Number 
Full-time employees in stations.................. 70,000 
Advertising agencies, artists, etc................. 60,000 
Hilmrsuppiltensy eee, keane ok . tera Bike late tee 10,000 
Manufacturers of equipment..................-- 10,000 
UGE eoeteye Sewer Cage entudey in waa Rea 150,000 
Investment Amount 
Television transmittersnessh «cirysreSea bio ote Ae estes $300,000,000 
Manutacturing facilities ...6:..2 005 sav ante a0 a0iesins 20,000,000 


‘Eotalaeeye. Co Mr eee oe Ce ee SE eS ; 
1Reported by The New York Times. 


$320,000,000 


At present, demand for frequencies is considerably 
greater than the quantity of usable spectrum space. 
As a result, the FCC has had to ration frequency al- 
locations. On September 30, the FCC temporarily 
suspended action on pending applications for televi- 
sion station construction. FCC meanwhile is investi- 
gating the merits of existing regulations and stand- 
ards. 

SumrLey S. Horrman 
Division of Business Economics 


Business Book Shelf 


The Entrepreneur’s Role in Introducing the Sound 
Motion Picture—A case study substantiating the entre- 
preneur’s role as set forth by Walker, Clark, Dobb, Som- 
bart, etc. By Joel Swensen, Political Science Quarterly, 
September, 1948. 


Tax Relief for the Investor—A consideration of the ex- 
penditures that may be reduced or eliminated from the 
federal budget in order to lower the tax burden on investors. 
Committee of Investors of America, New York City. 


The Reality of Inventory Profits—Argues that in many 
areas, profits do not rise coincident with increases in dollar 
valuation of inventory and that “inventory” profits are 
misnamed and nonexistent. By Charles A. Bliss, Harvard 
Business Review, September, 1948. 


Data Needed To Forecast the Business Cycle—A study 
of expenditure streams in the economy, which appears to be 
a promising method of forecasting short-term business 
fluctuations. By Elmer C. Bratt. The Journal of Business of 
the University of Chicago. July, 1948. 


Common -Stock Price Ratios and Long-Term Interest 
Rates—An attempt to correlate earnings-price ratios of 
common stock and interest rates. By Bonnar Brown, The 
Journal of Business of the University of Chicago. July, 1948. 


Wages, Prices and the National Welfare—Contains ad- 
dresses by Alvin H. Hansen, Stanley H. Ruttenberg, Boris 
Shiskin, John L. Lovett, Earl Bunting, George W. Taylor. 
Institute of Industrial Relations and University Extension, 
University of California, 1948. Price $1.00. 
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Remobilization Developments 


Industry Girding for Rearmament 


Military procurement officers in the metropolitan 
area of New York report that the number of bidders 
on procurement items is steadily increasing. Inquiries 
into ways of securing defense business are also on 
the increase. 

Although the Munitions Board, which is respon- 
sible for procurement planning, has not yet set up 
specific methods for industrial mobilization, many 
manufacturers are proceeding on their own initiative 
to organize for this business when the program gets 
into full swing. Businessmen are requesting Army, 
Navy, or Air Force headquarters in Washington to 
conduct a survey of their plants for defense planning 
purposes. They are also inquiring whether items 
being made currently or produced during the last war 
will fit into present procurement planning contracts. 

In order to follow closely the rapid change in 
defense program developments, some large concerns 
are reported to be revising their military procure- 
ment divisions. They are placing a full-time execu- 
tive in charge of compiling a summary of plant facili- 
ties, investigating the prospects of taking on imme- 
diate military orders, setting up long-range plant 
mobilization programs, and devising a system where- 
by procurement office invitations for supplies can be 
carefully watched. 


Air-line Control in Emergency 


Defense planners have written up a draft contract 
which gives the Air Force complete authority over 
United States air lines in the event of war. Specifi- 
cally, the proposed contract provides that each air 
line when so directed by the Military Air Transport 
Service shall: 

1, Sell to the government such aircraft as may be re- 
quired. 

2. Furnish air transport services between parts within 
the United States and parts outside the United States. 

3. Furnish any other services capable of being per- 
formed by the air line, including the training of govern- 
ment personnel; construction of house and mess accom- 
modations; operation, maintenance and servicing of air- 
planes; conversion and modification of airplanes and re- 
lated equipment; and furnishing of experimental and ad- 
visory engineering services. 


All United States air lines will be asked to 
send in their comments, and suggested revisions 


of the contract and the revised contract will be 
sent to the Secretary of Defense for approval. 


All air lines will receive the revised contracts sev- 
eral months from now. Each will be asked to sign 
with the understanding that the contracts will be 
made effective in the event of any grave national 
emergency. The air lines are not compelled by law to 
sign the contracts at present, but Military Air Trans- 
port Service officers say that most air lines will be 
willing to sign now since Congress will, undoubtedly, 
pass a law giving the government the power to na- 
tionalize the air lines in case of war. 

The aim of this advanced planning is to give the 
government the power to get right into action should 
an emergency arise. 


To Spot-check Mobilization Requirements 


Top military planners are rushing to complete a 
spot check of United States mobilization requirements 
in order to determine the practicability of the United 
States over-all strategic defense plan. The mobiliza- 
tion experts aim to find out: 


1. If the requirements set forth by the Army, Navy, 
and Air Force can be reconciled with one another; and 

2. If this country has the capacity to fill the military’s 
estimated wartime needs. 


The Munitions Board is setting up the preliminary 
spot checks. The National Security Resources Board, 
the top mobilization planning agency charged with 
coordinating military and civilian needs, will receive 
the reports on these spot checks. 

The first checks will cover about 250 items that 
the armed services have claimed to be essential to the 
strategic plan. The items have been selected so that 
the experts will be able to check on whether adequate 
supplies of critical materials will be available, and 
on whether major industries will be able to provide 
all the equipment needed. If this plan seems practi- 
cable after the rough check has been completed, the 
armed services will work out detailed estimates of 
their requirements for a much larger list of materials 
and equipment. For example, the mobilization ex- 
perts currently are limiting their review of military 
metal requirements to steel, copper, and aluminum. 
Other metals will be examined in subsequent checks. 

The spot checks will hit all major key items out of 
the hundreds of thousands of things the services need 
for their operations. Aside from critical metals, such 
things as transportation and communication facili- 
ties will also be checked. The planners believe the 
sample is large enough for them to measure the full 
impact of mobilization needs on each key industry. 
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The result of all this will be that, instead of working 
with World War II requirements as they have thus 
far done, they will be able to gear their planning to 
up-to-date military needs. In addition to discover- 
ing how much more steel, copper, electric power, alu- 
minum and other capacities the United States will 
need, the planners will be able to be more explicit in 
telling individual companies what each will have to 
do if war comes. 


Mobilization Task Groups 


Top executives in 150 industries have reported 
that they will soon draft detailed mobilization blue- 
prints for their own industries. These plans will not 
be long-range idealized schemes. Arthur Hill, chair- 
man of the National Security Resources Board, wants 
tough workable plans that can be carried out imme- 
diately if any national emergency arises. _ 

The NSRB’s production division has been broken 
down into thirty separate sections, including machine 
tools, textiles, aircraft and equipment, chemicals, 
steel, automotive equipment, and farm machinery. A 
substantial part of the actual mobilization planning 
is being done by groups drawn from industry. These 
groups are called task groups and are unofficial in- 
dustry advisory committees. The committee mem- 
bers are from the top management of leading com- 
panies in the industry that they represent. In some 
industries like food processing, with many dissimilar 
branches, there will be several subcommittees. Each 
one of these will draft a mobilization plan for its 
part of the industry—for example, meat packing, bak- 
ing, and canning. Each company in the industry will 
be asked to draft a plan of its own that can be 
geared to the industry’s branch. Listed below are 
the main functions of a task group: 


1. Reviews all government control orders which its in- 
dustry operated under during World War II. It suggests 
amounts, deletions, and additions, and comes up with 
an industry statement of the controls necessary for quick 
and efficient production in wartime. 

2. Uncovers bottlenecks that are most likely to develop 
when war comes and suggests immediate remedies for 
such bottlenecks. 

3. Recommends an organizational setup in a wartime 
office of production that will take care of the industry’s 
requirements. 

4. Prepares a list of key men from its industry who 
will fill the top jobs if war comes. 


Strategic Plant Location Program 


Representatives of the National Security Resources 
Board have been conferring with industry leaders on 
the dispersion of new productive facilities away from 
concentrated industrial areas. Glen E. McLaughlin. 
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chief economist of the National Security Resources 
Board, stated that a great portion of heavy industry 
is not strategically located at the present time. The 
board is attempting to acquaint industry planners 
with the most important factor involved in choosing 
new plant sites, but the final decision will rest with 
the industry itself. 

The board has pointed out many factors to be con- 
sidered, the most important of which are: 


1. The object of any attack will be to cripple vital 
industry. 

2. Such an attack would be sudden and of such magni- 
tude as to bring about general destruction of the area. 

3. Present locations cannot be considered safe merely 
because of the remoteness from any potential enemy. 

4. The best targets are areas of great population and 
concentrated industry. 

5. Any site less than three miles from one of these po- 
tential targets is to be considered vulnerable. 


Problem of Stock Piling 


Donald F. Carpenter, chairman of the Munitions 
Board, announced that the use of mandatory orders 
by the government to compel industry to provide 
necessary scarce materials for the national stock pile 
will come only as a last resort. The Munitions Board 
admits that its stock piles of critical metals are below 
the levels needed for national security. However, 
Mr. Carpenter states that he still hopes that enough 
materials will be obtained through free negotiations 
between government and industry. 

Eleven representatives of large copper producers 
and importers turned down a voluntary allocations 
program and recommended that the Munitions Board 
seek to fill its copper needs through negotiations with 
individual companies. This recommendation was ac- 
cepted but the industry group was informed that 
another meeting will be sought if individual negotia- 
tions are unsuccessful. 

Mr. Carpenter has made clear the fact that the 
board’s emphasis on voluntary buying does not mean 
that it will relax its efforts to build up the national 
stock pile. The board feels that the program needs 
to be stepped up and will seek more funds from Con- 
gress to make direct purchases in the markets for 
current delivery. 

The board, until recently, has been reluctant to 
buy scarce materials lest it add to the already serious 
strain on the domestic economy. Mr. Carpenter stated 
that the Munitions Board has recently changed its 
attitude because of growing international tensions, 
but added that these economic strains will be care- 
fully investigated before buying orders are issued. 


JaMes F. Focarty, Jr. 
Division of Business Practices 
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Business Forecasts 


F. W. Dodge (October)—Sixty-four of the 112 econo- 
mists polled in October expect a business recession in 1949. 
“Fifty-one of them characterized the expected setback as 
mild, ten as moderately serious; only three men expected a 
recession of serious proportions or extended duration.” 
Forty-two per cent of those polled see no recession at all 
in 1949. 

The median expectation for the average of industrial 
production in 1949 was 2% below the average for 1948. As 
for wholesale prices, the median expectation for December, 
1948, is 167 (BLS, 1926=100); for June, 1949, 165; for 
December, 1949, 160. At the time of the questionnaire, the 
index was 168. 

Sumner H. Slichter, Harvard University (Oct. 17) —“The 
American economy is today far more stable than is generally 
suspected. There is no likelihood of a repetition of a crash 
similar to the one of 1929.” 

Alan H. Temple, vice president, National City Bank of 
New York (October) —“The kind of financial strain which 
was present in 1920 and 1929 and which heralds a bust or 
a severe liquidating depression does not exist, generally speak- 
ing, either among borrowers or lenders.” 

Standard and Poor’s (October)—“It is believed that 
1949 production will average 5% below 1948, or in the 
neighborhood of 180-185 on the FRB index (1935-1939= 
100). On this basis, the lowest point could be around 170.” 

Walter E. Hoadley, Jr., business economist, Federal Re- 
serve Bank of Chicago (Oct. 4) —“Prospects for continued 
high levels of general business and employment during the 
remainder of this year and well into 1949 remain favorable.” 

Clifford S. Young, president, Federal Reserve Bank of 
Chicago (Oct. 18)—“The dangers inherent in the present 
record high-price level are too great to assume that the 
problem of inflation is over or will soon be over.” 

Arno H. Johnson, vice president, J. Walter Thompson 
Company (Oct. 18)— 


1947 1948 1949 


(latest) (forecast) 
Consumer price index (1935-19389=100).. 159 175 176 
Industrial production (1935-1989 =100).. 187 191 197 
Gross national product ($billions)........ 281.6 248.2 265 
Total personal income ($billions)......... 195.2 215.1 220 


Disposable personal income ($billions)... 173.6 187.3 200 


Whitman C. Haft, Ward & Company (Reported Oct. 28) 
—‘It seems quite inconceivable to believe that any impor- 
tant business recession can be near.” 

Joseph L. Snider, Harvard University (Oct. 20) —“Our 
inflation is about over. Either the general price level will 
turn down immediately or will continue to rise moderately 
for several months (a further advance amounting to as 
much as 5% and continuing for as long as six months). A 
decline of business activity should be expected to accom- 
pany a decline of prices.” 

Guaranty Trust Company of New York (October) — 
“There is some ground for the belief that inflationary pres- 
sure is gradually weakening.” 


W. R. Geisinger, economist, Montgomery Ward & Com- 
pany (Oct. 22)—“One could almost say that prices were 
stabilizing if it were not for history and human nature.” 

Edwin B. George, economist, Dun & Bradstreet (Oct. 
27)—“The disturbance attracting the most attention over 
the last few months has been in agricultural prices. In all 
probability, the decline in farm prices will in and of itself 
exert a new expansible effect on consumer spending.” 


Industry Outlook 


F. W. Dodge Poll of 112 economists (October) —“With 
respect to residential building volume, sixty-seven expect 
a decrease next year, twenty-eight expect an increase and 
thirteen expect approximately the same number of family 
units will be built as in 1948. A majority of seventy-six an- 
ticipate declining dollar volume of private nonresidential 
construction, twenty-five expect an increase, and six expect 
the same volume as in 1948.” 


Charles White Merrill, chief, metal economics branch, 
Bureau of Mines (Oct. 25)—As for “the supply problem 
of copper, lead and zinc for the next few years, it is safe 
to forecast an insatiable market based on normal industrial - 
demand, bulwarked by the requirements to make up for 
needs postponed during the war, plus the procurement for 
strategic stock piles adequate to national defense.” 


Kenneth P. Fallon, president, Toy Manufacturers of the 
USA (reported Oct. 21)—‘American toy production is 
sure to exceed an all-time record of $300 million (retail 
value) in time for Christmas distribution.” 


R. C. Cosgrove, executive vice president, AVCO Manu- 
facturing Corporation (Oct. 25)—“By 1951, annual re- 
ceiver production (television) can be expected to reach 2 
million units and be going up. By 1953, the total sets in 
use may be more than 12 million, with some 50 million per- 
sons in television’s day-to-day audience. By 1958, the num- 
ber of sets can be at least 40 million, with the total regular 
audience at 100 million.” 


Lawrence B. Sheppard, president, National Shoe Manu- 
facturers’ Association (Oct. 19)— There is “no apparent 
possibility of any reductions in shoe prices.” 

David C. Hillstrom, president, Corry-Jamestown Manu- 
facturing Corporation (Oct. 28)—“We are proceeding on 
the assumption that the market for steel office furniture 
will be about as good for the next twelve months as it was 
for the last twelve months.” 

Ward’s Reports (Oct. 18)—“The simple arithmetic of 
income and outgo points to a rescaling of automotive prices 
upwards, in the most generally expressed opinions of board 
room observers. An important segment of the buying de- 
mand will be shunted into the market for lower priced cars, 
or the used car market.” 


Rost Nawicu 
Division of Business Economics 


Selected Business Indicators 


(Annual statistics appear in ‘The Economic Almanac 1948,” pages 72, 73) 


1948 1947 Percentage Change 
Item August, September, | 9 Months, 
September August July June September a ily pare al 5 acs 
1948 1948 1948 
Industrial Production 
Pbatal CRB) (1S). ..s.0s/0/s nse. eiesiadanwc 1935-39=1C0 || p 191 |r 191 186 192 |r 186 0 +2.7 +3.0 
Manufacturing (FRB) (S)........ 1935-39=100 |p  198|r 197 ]r 192 198 192 +0.5 es +2.8 
Durable goods (FRB) (S)....... 1935-39 = 100 223 |r 222 219 222 |r 216 +0.5 +3.2 42.4 
SSE OGL. Pio token avalefecas sie, Sishedsts 000 net tons 7414 7,438 |r 7,069 7,256 6,797 0.3 +9.1 +3.6 
EMP ATOM ccc erie uit erates ee 000 net tons 5,208 5,255 4,900 4,991 4,801 -0.9 +8.5 +1.2 
Copper (refined).............. net tons 102,976 102,798 107,014 105,221 92,146 +0.2 +11.8 +5.9 
leet (refined hyd Gri ohenot pts net tons 37,105 29,558 40,458 47,227 46,827 425.5 —20.8 1.7 
a (ELEN 2) Sn YS eae oN: net tons 64,721 68,180 69,888 68,309 67,867 -§.1 —-4.6 0.6 
Glass containers.............. 000 gross n.a. 8,890 |r 7,779 8,107 9,476 +14.3b -6.2¢ -16.3d 
ether co) taSiek tes. Care: million bd. ft. n.a. 3,614 |r 3,431 3,269 3,279 +5.3b +10.2¢ +1.9d 
Machine tools!**............. 1945-47=100 |p 84.7 69.8 |r 62.4}r 94.4] r 77.0 +21.3 +10.0 -4.6 
Machinery (FRB)............ 1935-89=100 |p = 271 269 268 276 276 +0.7 oF 8 +0.6 
Transportation equip. (FRB). .|| 1935-39=100 || p QQ7 231 236 223 227 se Ha 0 si fof 
Automobiles, factory sales. ... .|| units n.a. 348,804 | r 356,764 312,406 261,158a] -2.2b +33.6¢ +9.7d 
Nondurable goods (FRB) (S)....|! 1985-89=100 |p 178 176 169 179 172 res 43.5 43.3 
Wottont: Vesee cease. caren eee bales 739,139 728,732 627,393 801,142 | r 728,606 +1.4 +1.4 2.3 
WUOOL reeds il ttn ee Bek cae million pounds n.a. 62.7 |r 49.5 |r 60.6 |r 55.0 +26.7b +14.0¢ +2.6d 
HSYOR VAC... Ais pice sn.s 2Bilete million pounds 68.3]r 71.9 712.8 10.7 61.5 -5.0 411.1 +14.6 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 |p 158|r 154 160 |r 163 158 +2.6 0 sa 
Chemicals (FRB) (S)......... 1935-39 = 100 25 }r 259 51 256 248 -1.5 +2.8 +0.9 
Newsprint, North American. ..|| short tons 477,180 494,829 493,827 487,126 470,167 -3.6 +1.5 +2.1 
UAT Seek A) Y Se eee % of capacity ip 91.8 96.8 88.1 94.5 102.0 -5.2 -10.0 6.4 
Ee na ts OBI Hs cae % of capacity 91 92 81 94 96 -1.1 -5.2 -3.3 
Boots and shoes*.............. thous. of pairs n.a. 41,259 |r 31,957 38,417 38,9824 +29.1b +5.8¢ +2.7d 
Cigarettes (small)*............ millions p 29,857 | p 34,067 |r 27,205 31,269 29,401 -12.4 +1.6 +5.0 
Mining (FRB) (S)..............- 1935-39=100 |p 154 159 153 159 153 -3.1 +0.7 4+4.5 
Bituminous coal.,............ 000 net tons p 50,540 |r 53,108 |r 48,238 |r 52,463 52,381 4.8 -3.5 -4.4 
PARUEIAEROILO 8 5 1s toes 4 She /ase-e.3. 918 000 net tons p 5,005 5,121 4,365 4,590 |r 5,158 2.3 3.0 +2.0 
Crude petroleum‘............. 000 barrels n.a. 5,577 5,522 5,544 5,173. +1.06 +7.8¢ +9.7d 
Blectric power®.....20. 5.0. ot ioe million kwh 5,386 5,385 5,171 5,119 4,938 mj +9.1 +10.1 
Construction®..0......0..c.05c00e8. 000 dollars 162,192 854,091 962,685 935,188 649,996 -10.8 +17.3 +30.6 
Heavy engineering—Public’........ 000 dollars 72,157 82,694 71,245 66,375 48,255 -12.7 +49.5 +50.4 
Heavy engineering—Private’....... 000 dollars 60,926 57,379 71,499 82,708 75,446 +6.2 -19.2 +4.9 
Distribution and Trade 
Carloadings, total®*............... thousand cars 881.5 890.9 847.7 868.9 906.0 -1.1 2.7 3.2 
Carloadings, miscellaneous™........ thousand cars 399.0 388.1 364.5 377.0 401.7 +2.8 0.7 -1.1 
Retail trade (NICB) (S)........... 1935-39 =100 n.d. $32.1 |r 329.5 325.8 |r 296.7 +0.8b, +11.9c} +412.1d 
Department store sales (S).........|| 1985-89=100 || p 312 311 r 316 312 294 +0.3 +6.1 +7.8 
Variety store saies (S)............. 1935-39 =100 n.d. 223.3 216.2 220.4} r 198.6 +3.3b} +12.4¢ +8. 8d 
Rural retail trade (S).............. 1929-31=100 n.a. 430.7 387.9 366.2 $74. 8a) +11.0b +14.9¢ +12.3d 
Grocery chain store sales (S)®. ..... || 1985-39=100 n.a. 364.5 |r 360.9 357.4 322. 4a +1.0b +13.1¢ +14.9d 
Magazine advertising linage........ thous. of lines 4,462 3,968 3,171 3,160 4,738 +12.4 -5.8 6.5 
Commodity Prices 
All commodities (BLS)*............|| 1926=100 p 168.5|r 169.5 |r 168.7 166.2 157.4 -0.6 +7.1 +10.9 
aw materials)... ......2....005. 1926=100 p 180.5 182.0 |r 184.3 182.6 170.9 0.8 +5.6 +11.3 
Semi-manufactured articles....... 1926 =100 p 158.8 159.7 155.9 154.5 150.5 0.6 +5.5 +6.5 
Manufactured products’.......... 1926=100 p 163.8}r 164.6 )r 162.6 159.6 151.8 -0.5 +7.9 +11.1 
Farm products...............-.- 1926 =100 p 189.1} r° 191.0 195.2 196.0 186.4 -1.0 +1.4 +7.5 
SATE Ae edie 6 Pas ayaa od coe 1926 =100 p 186.3 189.5 188.3 181.4 179.2 1.7 +4.0 +9.2 
Sensitive industrial (NICB) 9) Aaa eck 1929=100 156.7 |r 158.6 157.8 154.6 161.8 -1.2 3.2 $2.5 
Sensitive farm (NICB)®............ 1929=100 210.7 |r 217.1 229.9 224.5 223.7 2.9 -5.8 +7.9 
BSR BUU TICES enc, wesicat «aid nie sore 1935-39 = 100 n.a 196.2 |r 195.1 193.5 181.4 +0.6b +8.2¢ +8.4d 
Securities 
Total stock prices (Standard & Poor’s)|} 1935-39 =100 125.7 127.1 131.9 185.1 123.1 -1.1 +2.1 +1.9 
Paditstrais:<o 5 cere oe. 1935-39 =100 13127 133.5 138.9 142.7 128.4 -1.3 +2.6 +3.2 
aire Pe Stet Boe ez. 1935-89=100 120.4 119.7 124.7 125.6 103.6 +0.6 +16.2 +9.1 
LL 2 ae ge eS 1935-39 = 100 97.3 97.3 99.5 100.6 102.0 0 —-4.6 -7.6 
Total no. shares traded N.Y.Stock Ex.|| thousands 21,736 21,032 32,676 42,416 20,199 +3.3 +7.6 +21.9 
Corporate bond yields (Moody’s). . .|| per cent 3.09 3.09 3.04 3.00 2.85 0 +8.4 +9.7 
Financial Indicators 
Bank debits, outside New York City" million dollars 55,975 54,118 |r 55,972 56,667 49,962 +3.4 +12.0 +13.5 
New capital corporate issues........ 000 dollars 455,831 258,611 494,655 595,307 258,357 +76.3 +76.4 +54.0 
Refunding issues.................. 000 dollars 25,757 2,090 14,725 28,897 122,187 || +1,182.4 -78.9 -81.3 
Comm., industrial and agric. loans®**} million dollars 15,088g}  14,790g} 14,4699} 14,3509) 12,823 +2.0 +17.7 +21.1g 
Total personal income (S)**....... billion dollars n.a. 215.1 |r 212.9 212.3 190.8 +1.0b] +12.7¢ +9.9d 
Money in circulation, end of month.!! million dollars p 28,113 'r 28,055 27,867 27,903 28,567 +0.2 -1.6 *=1,.3 
SAdjusted for season variation ‘Shi ments 2Consumption; cigarette consumption measured by tax-paid withdrawals Sasaies reconstructed government ent included in 
data prior to 1944 ‘Average daily verage weekly i. W. TEngineering News-Record—average weekly Tocery and combination chain store sales *Through 


September, 1946, the Bureau of Labor Statisties carried motor vehiales" prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the June 
1948, indexes for All Commodities and fe were ter Products would have been 163.5 and 155.3; July, 165.7 and 157.9; "August, 166.4 and 159.5; September, 165.3 and 158.6 1140 cen- 


ters aAugust, 1947 Reroemts me peti 1948, to August, 1948 Percentage change, August, 1947, to August, 1948 dPercentage change, 8 months, 1947 to 8 months, 1948 
eEstima' tod athe tation than et ance gross beginnin; —_ 23, 1948 and in comparable 1947 period. Earlier months reported net. See** _n.a.Not available Preliminary 
*Value as indicator subject as variations in a of haul and amount loaded 


‘New series. Commercial, industrial and agricultural loans reported by member banks in leadin 
cities revised to increase and improve se ga reported gross starting June 23, 1948, i.e., before deduction of valuation reserves. Total personal income, seasonally adjusted at annua al 
rates, replaces national income payments. ‘otal personal income is current received by persons from all sources, exclusive of transfers. Earlier data available on request. | Machine 
tools shipments reported on a revised index base 
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Consumers’ Prices 


Level Off 


OR THE fourth time this year, Tue CONFERENCE 

Boarp’s index of consumers’ prices has failed to 
show a rise. Instead, a fractional decline of 0.1% was 
recorded for the period August 15 to September 15. 
The spurt in prices which followed the end of price 
control, and which contributed to bringing previously 
scarce goods onto the market, seems to have reached 
at least a temporary plateau. The increase in con- 
sumers’ prices for the first eight months of this year 
has been only 1.9%, the smallest January-to-Septem- 
ber change since 1945. The index now stands 65.5% 
above the January, 1939, level. 

Seasonal declines in fresh fruits and vegetables, and 
lower prices for beef and lamb have been major fac- 
tors in holding down food costs. Because of the im- 
portance of food in the family budget, these seasonal 
trends have had a substantial effect in retarding the 
upward progress of the over-all index. Food declined 
0.6% from August to September. 

The break which occurred in the wholesale textile 
market early last spring (and which has continued to 


grow) is now being reflected in retail prices. The 
full effect is expected to be felt before the first of the 
year. Scattered declines have been reported in both 
men’s and women’s clothing, but, despite the softening 
in clothing, men’s and women’s fall and winter coats 
and men’s underwear have come on the market at 
higher prices this year than last. These increases 
brought a rise in the clothing index of 0.7%. 

Rises in coal and coke and a gas rate increase in 
Boston resulted in an increase of 0.3% in the over-all 
fuel index. The Board’s annual survey of barber and 
beauty shop prices and of medical and dental services 
show an increase, which together with higher prices 
for some drug and tobacco commodities, brought a 
rise of 0.3% in the sundries index. The third quar- 
terly survey of rents which the Board has made this 
year, showed that housing costs have increased 0.5%. 
The major increases occurred in cities along the 
northern Atlantic and Pacific seaboards, most notably 
in Spokane, Portland and Wilmington, although scat- 
tered increases were reported throughout the country. 

The purchasing power of the dollar remains at 60.4 
cents (January, 1939=100 cents), the lowest it has 
ever reached. 

Laurence Dr Troupe 
Sumury Fass 
Statistical Division 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 
Index Numbers, January, 1939 =100 


Revised Series: January, 1939=100; Series previously was on 1923=100. 


Weighted Clothing Fuel? House Purchasing 
Date Average of| Food Housing! irni Value 
AM Ttems Total Men’s Women’s Total Electricity Gas mgs the Dollar 
1946 September.......... 137.9 169. 3a} 104.7 140.0 144.9 135.8 110.0 90.7 93.1 135.8 128.9 72.5 
Decemberjacsii5.ctsmr 148.3 192.56) 104.7 147.8 157.3 139.8 110.5 __ 90.2 __ 93.3 144.4 134.7 67.4 
Annual average® 136.1 164.6 104.7 139.2 144.2 | 185.0 108.4 |. 91.1 93.3 185.4 | 128.6 73.8 
£947 March. ots es vere 150.5 196.3c] 104.7 151.0 161.7 142.0 UN SS baie 90.0 93.2 148.1 136.0 66.4 
PUTTS Ec, ie ee tee oh 151.1 197.5d| 104.7 149.3 161.6 138.9 111.8 89.8 93.9 147.6 137.5 66.2 
Daly? eae eiomeasasie 151.7 198.5 104.7 149.2 161.3 139.0 Lie. 7% 88.1 93.8 148.4 188.3 65.9 
ABUSE, . 5 an defsidiecs's 154.4 205.3e) 104.7 149.9 161.7 189.9 116 7 89.8 93.8 148.8 138.6 64.8 
September.......... 157.0 212.7 104.7 151.2 161.8 142.3 117.2 89.8 93.8 150.6 139.1 63.7 
Oetober! 5.2% fees 3% 157.9 210.8 109.1 152.0 162.0 143.5 117.8 89.9 93.8 151.9 140.2 63.3 
November.......... 159.1 212.9f| 109.1 153.2 163.6 144.5 119 0 89.9 93.8 153.3 141.1 62.9 
December..........- 161.1 216.9 109.9 154.0 164.4 145.2 119.4 89 9 93.8 154.1 142.6 62.1 
Annual average 153.8 203.2 105.9 150.9 162.1 141.4 114.3 89.7 93.7 149.5 138.4 65.0 
1948 January............ 162.4 218 9g} 109.9 155.7 166.5 146.5 120.1 89.8 93.8 155.4 143.9 61.6 
February. 2c). .0: 160.6 213.2h| 109.9 156.5 168.1 146.7 120.3 89.8 93 9 156.0 143.8 62.8 
1 Nol Aer a 160.3 210.9 110.1 156.8 168.5 146.8 120.3 89.9 93.9 156.3 145.1 62.4 
Aprils. ih te sete ss 162.3 216.8 110.1 156.2 168.2 146.0 120.5 89.8 93 9 156.4 145.4 61.6 
Miiytiien tee tulsa 163.2 219.67} 110.1 156.1 168.4 145.8 121.5 89.8 93 9 156.2 145.4 61.3 
June 164.4 221.8 110.7 155.9 168.2 145.5 122.2 90.1 93.9 156.0 146.6 60.8 
Pula: t cas eraee ce lose 165.6 294.6 110.7 155.6 168.0 145.2 124.6 90.3 93.9 157.2 146.7 60.4 
Bugnst lire ontos > eaten 165.6 223.97} 110.7 155.5 168.1 144.8 126.1 90.3 93.9 157.4 147.5 60.4 
September.......... 165.5 222.5 111.2 156.6 167.9 147.1 126.5 90.3 94.3 157.8 147.9 60.4 
Percentage Changes 
Aug., 1948 to Sept, 1948... . -0.1 -0 6 +0.5 | +0.7 0.1 +16 +0 3 0 | +0.4 +0 3 +0.3 0 
Sept., 1947 to Sept., 1948..] +5.4 +4 9 +6 2 +3.6 +3.8 +3.4 +79 +0.6 +0.5 +4.8 +63 -5.2 


1Rents surveyed quarterly, March 15, June 15, Sept. 15, Dec. 15. 
Includes electricity and gas. 

‘Average of four quarterly indexes. _ . ; 
‘Weighted average of two quarterly indexes and six monthly indexes. 
aBased on food prices for Sept. 16, 1946 

bRased on food prices for Dec. 16, 1946. 

eBased on food prices for March 13, 1947. 


dBased on food prices for June 16, 1947. 
¢Based on food prices for Aug. 13, 1947. 
{Based on food prices for Nov. 17, 1947. 
gBased on food prices for Jan. 14, 1948 
hBased on food prices for Feb. 16, 1948. 
sBased on food prices for May 13, 1948. 
jBased on food prices for Aug. 16, 1948. 
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Economic Notes 


ECA Guaranteeing Foreign Investments 


Because of present currency conversion difficulties, ECA 
Administrator Paul Hoffman may guarantee the exchange 
of foreign currencies earned by ECA-approved new American 
investments in the participating countries into dollars up to 
100% of the investment. He may earmark up to $300 
million for this purpose. Such moneys will be deducted 
from the $1 billion credit which ECA can originate through 
notes sold to the Treasury. 

The purpose of these conversion guarantees is to promote 
the use.of private channels of trade. 

The maximum period for which any investment may be 
guaranteed is through April 3, 1962, or fourteen years—a 
term specifically set by Congress in the authorization bill. 
When the House held its hearings on the appropriations 
which would implement the act, the matter was discussed 
between Paul Nitze of the State Department and Rep. Frank 
B. Keefe (R., Wis.) : 

Mr. Keefe: “Why should that continue for fourteen 
years? . . . The basic answer, of course, is in the law, but 
I am asking what the reason for it is.” 

Mr. Nitze: “The reason why that time limit of fourteen 
years was provided in the law is that this provision . . 
covers industrial development by private American enter- 
prise which might require fourteen years.” 

Mr. Keefe: “Might require fourteen years to write off?” 

Mr. Nitze: “That is correct.” 


Bar to International Stability 


“Inflation is a serious handicap to recovery and to the 
restoration of international economic equilibrium. Much 
of the investment in some countries has been directed 
toward escaping the consequences of holding cash rather 
than toward expanding output and increasing efficiency. 
The excessive domestic demand that accompanies inflation 
adds to the difficulty of maintaining an appropriate flow of 
exports, for output that might have been available for 
export is otherwise absorbed and prices are pushed to non- 
competitive levels. Inflationary pressure also stimulates 
imports, including imports of goods. which may not be 
necessary for essential consumption and investment. Ration- 
ing and allocation are not always sufficient to insure an 
adequate diversion of goods from home to export markets, 
and even where official pressure does bring about an ex- 
pansion of exports, the individual exporter often finds an 
advantage in selling in the higher-priced markets of Europe 
and the Middle East, rather than in the lower-priced mar- 
kets of the Western Hemisphere.”—International Monetary 
Fund, Annual Report, April 30, 1948. 


Fewer Women Stay Home 


“There are over eight times as many women workers 
today as there were eighty years ago. In the last thirty 


years of the nineteenth century women’s entry into paid 
employment kept on apace. In 1900 they numbered five 
million or 18% of the total. Since the turn of the century 
this number has more than tripled, while the number of 
men is some 2.5 million less than double its 1900 figure. 
This points up another striking change, that while the en- 
tire labor force has somewhat more than doubled since 
1900, the women in it have tripled and are now 28% of 
the total, rather than 18%... . 

“In 1870 the great bulk of working women were single. 
Today only 38% of them are single, while 46% are married 
and an additional 16% widowed or divorced. . . .”—Frieda 
S. Miller “Who Works, Where and Why” Woman's Bureau 
Conference, February 17, 1948. 


Faster Rises for the Unskilled 


The spread (percentagewise) between wage rates of 
skilled and unskilled workers was reduced by about a half 
in the forty years from 1907 to 1947, indicating a definite 
long-term trend toward a narrowing of the differential. In 
1907, skilled rates were, on the average, about double un- 
skilled rates while, in 1947, skilled rates were higher by only 
half as much as those of unskilled. 

“This . . . is not unexpected. Over the past forty years, 
concern with the welfare of the lowest income groups has 
been increasing. This was especially evident during the 
years of both world wars and of the immediate postwar 
periods when consumer prices rose sharply. During infla- 
tionary times, pressures for increases among the lowest wage 
brackets are greatest. During the Second World War, the 
War Labor Board favored differential treatment of the 
lower-paid workers on the principle that their wages were 
‘substandard.’ 

“Differential increases for unskilled labor during the past 
forty years, however, cannot be attributed entirely to welfare 
methods. There were, also, important technical and eco- 
nomic factors which made possible proportionately greater 
increases in unskilled wages. Further, there was more 
mechanization of unskilled tasks in industry than of skilled 
operations.”—Bureau of Labor Statistics, “Monthly Labor 
Review,” August, 1948. 


Next Question— 


“He begins this section by formulating a simple quali- 
tative postulate on which the whole discussion is to rest, 
namely (eq. [83], p. III): 

N N 
2 Pi AXi So implies = (Pi + APi)AXi <o 

In awkward and slightly figurative words this says: If 
what a man buys today differs from what he bought yes- 
terday and could have been bought at yesterday’s prices 
for no more than he actually spent, then at today’s price 
what he buys today must be cheaper than what he bought 
yesterday. .’—The Journal of Political Economy, 


“Samuelson’s Foundations: Its Mathematics” by L. J. Sav- 
age, p. 200-01, Vol. LVI, No. 3, June, 1948. 
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What Executives Say : 


Budgets Aid Management 


PRIMARY PRODUCTS 
Petroleum and Products: Find Budgets Valuable 


“We prepare a complete budget, involving forecast of 
profit and loss and balance sheet, covering all activities, vol- 
umes, prices, costs, revenues, functional coordination, inven- 
tories, capital expenditures, finances, etc. Its purpose is to 
guide top management.” 

“We find our budget program is an efficient means of 
planning ahead and of keeping expenditures within the 
cash resources of the company.” 

“Budgets are prepared for one year in advance, but it 
has been our practice recently to make estimates of capital 
expenditures and other financial factors as far ahead as five 
years. In certain operations of the company, particularly 
refining, some variable budgeting is used.” 

“IT have been associated with the budgetary control 
program since its inception some sixteen years ago. During 
those years, budgets have proved most effective as a means 
of management control; during recent years they have proved 
to be a valuable tool in the formation of the company’s 
financial program. The budgetary program has recently 
been considerably expanded to cover all phases of the com- 
pany’s operations; namely, crude production, transporta- 
tion, refining and marketing. Such budgets project both the 
income and expense features so essential to sound manage- 
ment planning. Figures thus derived are then consolidated 
into what we call the financial forecast. This forecast is 
projected for a three-year period, and gives management 
a picture of cash and working capital position for each of 
the three years covered. Budgets for the current year are 
submitted to the board of directors for approval, and op- 
erating personnel are advised when such approval is ob- 
tained.” 

“The company has a formal budget program that covers 
all phases of its activities, prepared on an annual basis.” 

“We have a formal budget committee made up of the 
president and principal vice presidents in the general office. 
They exercise over-all administration in consultation with 
the president and the chairman of the board, who ez officio is 
a member of this committee. The controller is also a 
member, and his organization exercises an active part in 
compiling budget estimates furnished by each executive de- 
partment head. The committee also has an administrative 
staff under the direction of the controller, made up of a 
representative of each department involved in budget prepa- 
ration and administration. This staff not only acts as a 
service agency, but also analyzes and compiles information 
pertaining to budgets.” 

“Budgets are prepared by the subsidiary companies and 
are reviewed by several groups in the parent company, in- 
cluding the executive committee of the board of directors. 
There is a budget department which has the responsibility 
of administering the budget procedure and there is a co- 
ordination committee which has as one of its major func- 
tions the job of reviewing the capital expenditures that are 


proposed.” 


“Budgets are prepared by the operating departments, 
which are also charged with the responsibility of control 
and administration. Budgets and forecasts are reviewed by 
a finance committee, the membership of which consists of 
the president, executive vice president, financial vice presi- 
dent (two of these three are directors). and one nonoperating 
director.” 

“The company has a budget committee comprised of the 
assistant to the president, the controller, the treasurer, the 
secretary and the budget supervisor. The assistant to the 
president is chairman of the budget committee and is its 
administrator. The budgets are consolidated by the budget 
supervisor.” 

“Five of the ten members of the budget committee are 
top executives of the major operating departments. Seven 
of them are members of the board of directors. The budget 
committee meets twice each month.” 

“The yardstick feature is applied specifically to the op- 
erating budgets, in which bogies of expected performance are 
set up. It is the responsibility of the controller to issue 
quarterly reports of actual performance as compared with 
budget estimates.” 


“Detailed comparisons of actual performance with budget 
estimates for the capital budget and certain cash expendi- 
ture data are made available to directors.” 


Steel: Majority Do Not Budget 


“Our company has never operated on a budget, although 
we have a complete departmental and job-order cost sys- 
tem which provides standards by which we can check our 
current costs so that, in a sense, we are using one of the 
main tools of the budget system. Our margin of profit has 
always been above the average of most companies, so that 
we have not felt the need for a complete budget. How- 
ever, if this margin was to shrink enough, there is no doubt 
that we would be forced to operate under budgetary 
controls.” 


“We have not gone any great distance in the establish- 
ment of fixed budgets. We do, however, keep a series of 
charts showing the results obtained from month to month 
on various business volumes. By using these charts and 
applying them against the volume of incoming orders, we 
endeavor to advise operating departments of anticipated re- 
sults over the following three to six months.” 

“We are just preparing to start a department responsible 
for departmental budgeting and budget control.” 


Miscellaneous: Have a Budget Operating Committee 


“We budget all phases of our business, including volume 
of sales, overhead and selling expenses, profits, capital ex- 
penditures and cash position.” 

“We have not had any experience with budget control but 
are giving consideration to it at the present time.” 

“Ours is a fixed budget, showing conditions which, we 
hope, will obtain for the year. However, during the year, 
many variables occur, such as fluctuation in cost of raw 
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materials, change of labor rates, etc. So we find it neces- 
sary to adjust the sales prices of our commodities in order 
to try to meet the net result as shown in the budget.” 


“We are in the process of collecting data toward the 
preparation of an operating budget.” 


“We have a budget operating committee consisting of 
about forty of the major executives of the company. These 
executives are the heads of the principal departments and 
divisions of the business, including sales, production, manu- 
facture, and accounting. Regularly once a month, always on 
the day immediately following the board of directors meet- 
ing, with the president presiding, they meet to compare 
operating results with the budget. The treasurer and budget 
director do most of the reporting. The meeting is also used 
to explain major changes in policy and in business prac- 
tices or organization. Another group of second-line execu- 
tives meet the following night with the budget director who 
reviews operating results with this group.” 


_ “The budget figures are compiled by the executive as- 
sistant with the help of the treasurer and are submitted to 
the president for approval.” 


“The executives and supervisory personnel are operating 
under a profit-sharing plan. In this way they are directly 
concerned with the successful operation of the budget.” 


“Perhaps the most valuable single feature of our budget 
system is the plan we use for controlling general overhead 
and selling costs. In a feast or famine industry like ours, 
one of the greatest business hazards is excessive overhead 
in times of rapidly shrinking sales. We developed a curve 
which gives us a standard relationship between overhead 
costs and volume of sales. As long as our actual overhead 
is under this curve, we are safe so far as this factor is con- 
cerned; whenever overhead exceeds it, we realize we are 
in a danger zone. We supplement this with an estimate of 
our sales and our overhead for twelve months in advance. 
We plot these data on a chart and also show what our over- 
head should be on the basis of the standard curve. This 
procedure gives us ample warning as to trends, enabling us 
to know in advance whether we should reduce expenses or 
have latitude for proposed increases.” 


METAL MANUFACTURES 
Air-Conditioning Equipment: Planning Flexible Budget 


“We have always felt that an operation as small as ours, 
with all employees located in a single plant, can be con- 
trolled without a formal budgeting program.” 

“We do not budget. We rather live by the Biblical in- 
junction that ‘sufficient unto the day is the evil thereof.’ ” 


“We have just established a procedure of forecasting 
which gives our management quarterly statements covering 
the profit and loss statement, balance sheet, cash, and work- 
ing capital. Our intention is to establish a flexible budget 
next year in which all phases of the company operation will 
be established under that control.” 

“We have recently organized a budget committee con- 
sisting of the president, factory manager, manager of indus- 
trial engineering, supervisor of budgets and standard pro- 
cedures, and the controller. The supervisor of budgets and 
standard procedures will be responsible for the administration 
of the budget.” 


Automotive Equipment: Two Thirds Budget 


“We have for some time used formalized budgets for 
control and forecasting purposes. The budgets are for the 
most part fixed and are used on that basis for forecasts 
covering a calendar or fiscal year. For control purposes, 


however, overhead manufacturing budgets are carried on a 
flexible basis with variable, nonvariable and semifixed ele- 
ments.” 


“While we recognize the importance of budgetary control 
we have not taken any very concrete steps to institute it 
in our business. We have felt that one of the principal re- 
quirements for a program of this sort is the ability to make 
a reasonably accurate sales forecast. We cannot do this 
without knowing specifically the plans of our customers. 
From time to time, we query our large customers but we 
have found it impossible to get specific information about 
the models to be produced, the exact quantities, etc.” 


“More extended use of budgeting will do much to assist 
American businessmen in the efficient operation of their en- 
terprises.”” 


“The first step in budgeting which we undertook was 
to install a standard cost system. We have also developed 
overhead operating expense budgets for all units in our 
organization.” 


“Our internal budget is much more thorough than our 
control of field selling expense. I believe this is always true 
throughout all industry.” 

“The starting point of our budget is the sales forecast 
which is prepared by a sales forecast committee composed 
of the market research department and the sales managers 
of our various divisions. The committee meets regularly 
and can meet on call by any member of the committee.” 


“We are working on a plan to present, in chart form, 
progress in relation to forecasts for the use of division heads 
and to directors, but we do not yet have the plan in effect.” 


Electrical Machinery: Majority Budget All Phases 


“Several years ago we attempted to set up a budget 
control. After several months of study and the full-time 
service of an accountant, we gave it up.” 

“We have no formal budget. Our management committee 
determines the optimum output and this figure holds until 
revised on the basis of new information. It is seldom re- 
vised more often than once a year. Orders received, ship- 
ments and factory output are watched closely in relation 
to the optimum figure and corrective measures are taken 
when and where needed.” 

“The art of conducting a successful business is to budget 
all activities in such a manner that results will be known 
before and not after the fact. Corrections after the fact 
are like closing the barn door after the horse has gone. 
Changes have come so fast since 1940 that budgetary con- 
trol has been a series of snap decisions and guesses. It 
cannot be the factor it should be until greater stability of 
the economic picture appears. However, a budget of some 
kind is better than none at all.” 

“We budget all phases of our activities. From individual 
forecasts made from each phase of the accounting state- 
ment, we build up a pro forma balance sheet, by quarters, for 
the next year. We believe the budget is an indispensable 
tool in the operation of our business. It gives operating 
men the necessary perspective, as well as a profound re- 
spect for detail. It makes all executives covered by the 
budget procedure aware of how difficult it is to make a 
normal margin of profit in a highly competitive industry.” 

“We have a staff man responsible for gathering details and 
making reports on all budgetary data. He reports directly 
to the controller. We have monthly meetings with our 
operating executives at which time pertinent information 
is given on the general operation of the business, such as 
introducing new products, changes in sales policies, 
ete. At this same meeting, the budgets are discussed in 
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general. Any serious variations are discussed personally 
with the proper department head—weekly if the situation 
warrants. All budget estimates and comparisons with per- 
formance are approved by the directors. In our case, all 
directors are operating members of the corporation.” 

“Charts, figures, and conferences are used to impress 
supervisory personnel.” 


Hardware: Budget Produces More Understanding 


“Introduction of certain of the forecasts and budgets 
into the accounting picture has brought a great deal more 
understanding to the directors of the condition and oper- 
ating results of the company. It has also set up definite 
goals of accomplishment for the top and junior executives 
of the company.” 

“Budgets are made up for the calendar year, but are 
studied quarterly and revised if necessary. Revisions have 
been frequently necessary during the past three years of 
rapidly rising costs.” 

“It is my impression that budgets were rather going out 
of style. Most of them are too late to do any good. We 
forecast operating results by a very simple method of fore- 
casting balance sheets. They have been reliable indicators 
of our future cash situation.” 

“Our company budgets practically all its activities.” 

“We do not have any formal budgeting program, although 
the matter has been discussed many times and some feeble 
attempts were made to start a budget.” 


“The budget is complied by the controller from estimates 
and forecasts made by each department head. When the 
budget has been put together by the controller, a meeting 
is called of all the department heads and the budget is 
hammered into final form.” 

“The managers of our plants are responsible for compil- 
ing and administering the budget.” 

“Comparisons of actual performance with the budget are 
made monthly. During the last three years, not enough 
importance has been put on these comparisons as far as our 
supervisory personnel are concerned. We expect, however, 
in 1949 to resume a more consistent program of budget 
meetings with all our department heads.” 


Heating and Plumbing Equipment: Finds Budgeting 
Impossible 


“Over many years, the greatest single advantage in budget- 
ary operations is stimulation of thought and analysis on 
the part of the executive personnel as a whole.” 

“Tt is impossible to budget sales, labor costs, selling and 
administrative expenses. Of the materials purchased, 80% 
to 90% are for firm contracts on hand. Ours is a made-to- 
order engineering and heavy-equipment manufacturing 
business. We do no merchandising.” 

“We only budget our overhead expense.” 


“We are now working toward the installation of a budget- 
ary control of expenses. This should be in effect within the 
next eight or nine months. Controls for sales and finances 
will automatically follow.” 

“Responsibility for compiling the budget has been placed 
with the controller. While no formal budget committee 
exists, the compilation of the budget itself is reviewed in 
conference by the division heads.” 


Industrial Machinery—General: Compares Budget to 
Road Map 


“We have been operating under budgets for many years 
and believe them absolutely essential for intelligent control.’ 


“Budgets are as important to any business management 
group as a road map is to an individual driving an auto- 
mobile across country.” 


“Ours is a fixed budget based upon quarterly estimates. 
A new budget is prepared for each calendar quarter of the 
year.” 


“We are in the preliminary stages of adopting a budget- 
ary program.” 

“The budget under which we now operate is a combination 
of fixed and variable. That is, certain departments and 
operations, such as selling and administrative, are based 
on a fixed budget. Budgets for other departments, primar- 
ily those directly related to manufacturing operations, 
are variable, based on the direct labor activity.” 

“Establishment of operating budgets, together with a 
careful monthly review, has been instrumental in keep- 
ing our operating ratios on a favorable basis.” 

“Our budget is flexible to the extent that the factors de- 
termined in the original budget are used to develop sub- 
sequent monthly requirements and resulting variances.” 


“Our budgetary control originated eight years ago with 
a broad program that merely hit the high spots. Consider- 
able progress has been made each year by extending the 
control to govern detailed expenses within each major 
classification. Each year we depend more and more on 
these controls and consider our budget an extremely im- 
portant function of management.” 


“Our budget covers one year’s operation, but is designed 
for extension by quarters as each old quarter is completed. 
A tentative budget is issued prior to the beginning of each 
fiscal year. This is placed on a firm basis after the first 
quarter’s results are known.” 

“The treasurer of the company is also the director of 
the budget.” 


“The budget is compiled under the direction of the con- 
troller. Responsibility for its administration is fixed in the 
executive committee. This is composed of department heads 
responsible for the budget performance.” 


“Most of our supervisory personnel are paid a quarterly 
bonus, based upon budget performance. Experience over 
the years has shown that they impress themselves with the 
importance of the budget. Higher operating executives are 
paid an annual bonus on earnings, if any, above a certain 
minimum. Consequently they are continually interested 
in actual performance vs. the approved budget.” 

“Monthly comparisons emphasize the difference between 
the budget and actual expenditures and the reason for it. 
Charts and graphs are also used.” 

“Operating executives and hoard members receive a 
monthly comparative report of the actual performance vs. 
the budget and resultant variances with applicable ex- 
planation.” 

“Financial forecasts appear on our monthly statements to 
directors. This affords an opportunity for comparison of 
actual expenditures to those forecast. Department budg- 
ets and performance are not regularly available to direc- 
tors.” 


Industrial Machinery—Specialized: 
Budget 


“We have no formal budgeting program since we are a 
very small company. Nevertheless, we attempt, with our 
customers’ aid, to forecast sales in advance and to project 
additions in buildings, machinery and equipment.” 

“We have never operated under a budget program but 
have been studying the possibilities for sometime. We are 
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inclined to believe that we should adopt some method of 
budgetary control. We hope to work out the exact form 
we should follow in the studies that are now being made.” 


“Prior to the war we had a thorough annual budget cov- 
ering everything. During the war we gave it up and have 
not so far reinstated it.’ 


“We have a budget set up for the shop and general 
foremen at one of our manufacturing plants. This is used 
as a basis for determining foremen’s bonuses. As the per- 
sons involved in making it work have a pecuniary interest 
in it, the budget on which the foremen’s bonus is based 


has been avidly followed and has given the results in- 
tended.” 


“We are currently in the process of developing a formal 
program of variable budgets.” 

“We do not have the budget control system in the sense 
that the budget is worked out and then the operating peo- 
ple are expected to follow it. During the war and since the 
war we have had nothing like a normal period. All emphasis 
has been on production, and we have not attempted to 
impress our supervisors with this type of performance yard- 
stick. There will be more reason to do this when our vol- 
ume drops and cost control becomes more imperative.” 


Machine Tools: Believes Budgets Make for Inflexibility 


“Forecasts of sales and operating expenses for fiscal years 
are prepared and used for comparison with actual operating 
results. They have some value in gauging the efficiency 
of our operations.” 

“We have an organization of men who have worked to- 
gether for many years and who know each other’s thinking. 
Our president gives them direction, but he believes that 
budgets make for inflexibility.” 

“We have found that in the face of continuing increases 
in labor and material costs, it has been difficult to hold op- 
erations within sound and required budgetary ratios.” 


“It was our practice for many years prior to World War 
II to budget manufacturing departmental overhead and 
selling and administrative expenses. Frankly, our activity 
along these lines since 1940 has been largely a historical 
collection of data as the need for budgetary control did not 
seem to be so great as the need for production. Without 
question, the time is not too far distant when we shall 
have to reinstitute a budget program and we feel definitely 
that when properly operated it is a very valuable tool of 
management.” 

“We have a master or fixed budget prepared for the full 
calendar year. We also use a sliding scale budget (with 
fixed and variable allowances separated) , which is used to 


adjust budget allowances to the level of operations for the 
period covered.” 


_“Responsibility for compiling the direct labor and in- 
direct factory cost budget rests in the wage incentive de- 
partment, which prepares the budget allowance after con- 
sultation with the accounting department.” 

“The budgeteer and the budget director are responsible 
for compiling and administering the budget.” 

: “Operating executives and supervisory personnel were 
impressed with the significance of the budgets through the 
conference method and occasionally a system of bonuses to 


foremen_ of departments for good performance in control of 
certain items.” 


Office Equipment: A Large Majority Budgets 


“We cover all phases of our corporate activities in our 
budget which is on a variable basis with certain costs geared 


to the fluctuations in volume. We made no major adjust- 
ment in our budget during 1948, although we would consider 
modifying our budget standards in the event of a sharp 
change during 1949.” 


“For the year 1947 we went to a variable type budget 
and are glad to say that our experience has been quite 
satisfactory.” 


“We budget only costs, including material and labor, 
and all overhead on a departmental basis. Our experience 
with a general budget has not been very good.” 


“Subsequent to the war, we have not maintained a formal 
budget, as it is our feeling that the unsettled conditions 
and the unusual business cycle through which we seem to 
be passing make the task of budget maintenance almost 
impossible.” 

“We feel the budget program is very effective. It is 
our intention to expand it so that it will cover every possible 
phase of the business.” 

“Our corporation sets up budgets covering its sales, 
finances, manufacturing costs, selling and administrative ex- 
penses. Budgets covering sales and selling expenses are 
set up usually for a six months’ period as they are tied 
into a bonus plan for our sales branch managers and usu- 
ally are not changed during this period except for some 
extreme circumstance. All other budgets except for finances 
are set up tentatively for a period of six months but are 
subject to change as conditions dictate. The finance budget 
is prepared monthly.” 

“Our budget is compiled in our budgets and systems de- 
partment which is a division of the controller’s depart- 
ment. The budget estimates are submitted by heads of 
the various operating departments to the budget and sys- 
tems department where they are summarized. The final 
budget is then reviewed by top management where it is 
approved. If it is changed, the department heads are con- 
sulted and advised of the budget revision.” 

“We have a budget director whose prime responsibility 
is to coordinate the building of the budget through the 
various divisions and operating levels of our company. 
In fact, our budget is developed through the coordinated 
interest and activity of all executives down to the depart- 
ment head level. It is reviewed by our administrative com- 
mittee and whatever changes are made are referred back 
through the divisional department heads.” 


“Qur detailed departmental budget statements are not 
made available to directors, although they do have quar- 
terly comparisons of the over-all results.” 

“We have an individual assigned to cover with the super- 
visory personnel the monthly results obtained as compared 
with the figures shown on the budget. This is followed up 
by conferences with the works manager and vice president 
in charge of production.” 

“At the present time, budget estimates and comparisons 
are not made available to the directors. However, at some 
later date it is quite possible that all of our financial state- 
ments will carry a comparison with the budget, which would 
then provide the board of directors with information as 
to the effectiveness of the jobs being done by the various 
divisions of the company.” 


Railroad Equipment: An Excellent Management Tool 


“We do not budget various phases of activity where the 
academic definition of the word budget is applied. We do, 
however, attempt to furnish measuring sticks for manufac- 
turing efficiency and other segments of the business and 
we compile estimates or forecasts for the entire company for 
six months in advance.” 
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“Although our budgeting activities are still in a stage of 
development and undergoing changes, we have found that 
they have made all department heads expense conscious 
and have played a large part in reducing the cost of those 
departments for which they are prepared.” 


“We do not have any formal budgeting procedure but, 
at some of our divisions and plants, we do have a normal 
production at normal cost to which is compared the actual 
cost for the month and the variance determined.” 


“We are very much in favor of budgetary control and rec- 
ommend it as an excellent management tool.” 


“Our only budgets are for special or experimental projects.” 


“The budget is compiled and administered by the con- 
troller. While there is no budget committee, the original 
work in connection with the formation of our budget sys- 
tem, which incidentally has only been in effect since the 
beginning of 1947, was under the supervision of an adminis- 
trative committee composed of officers of the company.” 


“At various times, general gatherings of all department 
heads are held in which the trend of expenses of the vari- 
ous departments is openly discussed. As a result, budgets 
of some particular departments are sometimes revised.” 


Miscellaneous: Distinguishes Between Budgeting and 
Forecasting 


“Budgets are expressed on a flexible basis; z.e., in terms of 
fixed and variable components for application to any level of 
activity which may develop. The budget allowance for any 
expense in a given period is thus determined by applying 
the variable budget standard or factor to the activity base 
used. In our own case, it is impractical to apply flexible 
budget procedures to general and administrative and re- 
search and engineering expenses. We make a sharp dis- 
tinction between budgeting and forecasting in our oper- 
ation—the former being regarded as a measure of top per- 
formance and the latter being plans of expected operations, 
which may or may not be equivalent to budgeted perform- 
ance.” 


“We compile a budget annually consisting of a profit 
and loss statement, balance sheet and certain other sub- 
sidiary data. The budget covers the calendar year and is 
not revised, but periodically, as needed, forecasts are pre- 
pared which reflect more current views of operations and 
in effect replace the budget.” 


“During the later stages of the war, in preparation for 
the postwar period, we went into the subject of budgetary 
control in considerable detail in an endeavor to work out a 
control program which would tie in with the anticipated vol- 
ume of sales of specific products. During the interim period, 
there have been many changes in the original budgetary 
forms and procedures, some of them very drastic in order 
to accomplish desired results.” 


“In addition to our annual forecast and quarterly re- 
vision, we make out a five-year forecast for finance pur- 
poses only. This includes estimated capital expenditures, 
sales, volume, profit expectancy, dividend possibilities.” 


“As a basis of planning and as an aid in control of op- 
erations, we find the budget of tremendous help. It seems 
to be the only approach we have to a program which will 
aid us in meeting the future with confidence.” 


“We have been able to make very accurate forecasts 
even while going through a series of labor adjustments and 
increasing material prices. These forecasts are practically 
indispensable, particularly under present conditions and 
we realize that the extension of the forecasts into formal 


budgetary control procedure would no doubt furnish us 
with much better means of controlling our activities.” 


“We do not manufacture for stock or future sales. An 
estimate of cost is made up in advance of bidding which 
thereupon becomes what might be called a budget for ma- 
niet fabrication, erection, freight, plans and various over- 

eads.” 


“In the fall of each year we prepare a formal budget for 
the ensuing year covering all phases of our operations. 
Concurrently, we prepare five-year forecasts of sales and 
plant facilities. This budget represents the bogey for the 
year and is fixed in the sense that all subsequent comparisons 
of actual and budgeted results are made on the basis of 
this budget. However, during the year we prepare monthly 
up-to-date estimates of operations for the ensuing three 
months with a view to maintaining closer operating controls.” 

“Our operations at the moment are not susceptible to 
budgeting.” 

“We have not had a budgeting program but are currently 
setting up one with outside assistance, and expect to have 
it in operation by the first of the year.” 

“Due to the rapid changes in our costs, we have ceased 
practically all effort to budget the business of this company 
as a whole.” 

“We have had a budgetary program since 1933, includ- 
ing the war period when the products manufactured and 
the operations of the company were quite different from 
the products and operations during peacetime. Budgets are 
an effective control of expenses at varying levels of sales 
and production volume.” 


“Our budget includes all phases of the business, other 
than direct factory costs. Since the latter are controlled 
by a standard cost system and are very variable in char- 
acter, we do not consider it feasible to include direct 
factory labor and material in our regular budgetary control 
program.” 

“In addition to departmental budgets, there is prepared 
monthly, on a twelve months’ forward basis, a cash budget. 
Annually, there is prepared in advance a budget of income 
and expense for the ensuing year. The cash forecast is re- 
vised each month but the profit and loss forecast remains 
unchanged unless there are substantial changes in sales 
or production when a revised forecast is made. We are 
gradually extending the departmental budgets to cover 
selling and administrative departments as well as the fac- 
tory departments.” 

“Prior to the war we had set up a budget system which 
we operated for about two or three years. We felt obliged 
to drop it when the war began because of the large amount 
of clerical work involved.” 

“We have a flexible budget covering all expenses of op- 
erating the business. We have placed the major emphasis 
on our manufacturing expenses in the past two years.” 

“We adopted our budget system in its present form 
several years ago and it is becoming increasingly important.” 

“We have attempted for the first time this year to set 
up an operating budget.” 

“The basic responsibility for establishing budget policies 
and procedures heads up to a budget committee, the chair- 
man of which is the assistant to the vice president and 
treasurer, who also serves as budget director.” 

“The over-all company budget is prepared by the treas- 
urer and the controller. Detailed division budgets, however, 
are compiled by respective divisions.” 

“Responsibility for compiling and administering the budget 
is vested in an individual with the title of budget director. 
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In the organization chart he is on the same plane as the 
controller, and answers directly to the vice president and 
treasurer.” 


“Budget figures are submitted to operating foremen and 
department heads, including operating results for each month, 
so that they may have direct comparisons of the results 
and 3 see how closely budget estimates have been at- 
tained.” 


“The budget forecasts or estimates are used solely for 
internal purposes. Comparisons with performance are not 
made available to directors except as a means of keeping 
them advised generally of developments affecting the policy 
regarding business expansion or contraction, control of 
overhead, etc.” 


“Budget comparisons are presented monthly to the op- 
erating committee, which is made up of the president and 
the heads of each of the operating divisions of the company. 
Each division head is required to report on the budget 
differences to the whole committee.” 


“We have conducted a series of group conferences with 
department heads and foremen. These conferences are con- 
ducted by the budget director, who not only explains the 
function of the budget in our own organization, but tries 
to acquaint the department heads and foremen with budget 
practices in general so they may have a better understand- 
ing of what the company is trying to do. Departmental fig- 
ures are given to the foremen daily, and each one is made 
to feel that his department is a small business in its own, 
and should be operated as such.” 


OTHER MANUFACTURES 
Food Products: Almost All Have Budgets 


“We budget all phases of activity, divided roughly into 
four divisions: (1) securing orders (sales); (2) manufac- 
turing; (8) general overhead, including provision for re- 
serves for growth and protection of the enterprise; (4) 
amount equitable due stockholders.” 

“We have a complete departmental variable budget for 
factory overhead. We also have fixed budgets for capital 
expenditures and advertising. Material and direct labor 
costs are not budgeted by a formal budget procedure. How- 
ever, their usage varies directly with the products manu- 
factured and, with the tight control which we maintain, 
the same effect is obtained.” 


“At present we have a fairly well-developed program for 
operating (profit and loss) budgets and for capital expen- 
diture budgets, but as yet we have done little balance- 
sheet budgeting. These operating budgets cover a quarter. 
They are prepared approximately four months before the 
beginning of the quarter covered, and are revised three 
months later, or one month before the beginning of the 
quarter. Budgets are not revised during the quarter cov- 
ered. Our budget program has been in existence only a 
few years, and much further development and refinement 
remain to be done. However, its effectiveness as a tool 
of management has been established, and will grow as we 
perfect our methods.” 

“We are working on a distribution budget; i.e., costs for 
warehousing, order filling, shipping and delivering. We are 
also contemplating a sales program budget.” 

“We have found that budgetary control has been used 
effectively in our business.” 

“We inaugurated formal budgets in our company in a 
limited manner in 1947. It is our plan to develop our budget 
program in stages, with a complete budgetary program as 
our ultimate objective. While there is a great deal yet 


to be desired, we are encouraged by the results obtained. 
We feel that the long-range objectives of this program 
justify the efforts we are expending toward its develop- 
ment.” 


“We impress our local management with the fact that 
budget is an effective tool if used intelligently. But, owing 
to the peculiarly local nature of our operations, we have 
never felt that an over-all budget on a uniform basis cover- 
ing all phases of the operations of our subsidiaries was 
necessary or desirable.” 


“The over-all or master budget is prepared and admin- 
istered by the executive office. Subdivisions are under the 
control of department managers.” 


“The general budget committee of our company is com- 
prised of all of the officers and several top executives of 
the company. This general budget committee is responsible 
for administering the budgetary control program. However, 
the manager of our budget department, designated as 
budget director, handles all details of assembling and pre- 
senting budgets and budget reports.” 


“In most of the factory departments, the bonus paid to 
foremen is in part dependent upon his budget realization 
for the week. This, plus continuing discussions with op- 
erating executives, has proved the best means of impressing 
these men with the importance of the budget.” 


Chemicals: President Responsible for Budget Figures 


“We make up a fixed budget once every six months for 
the ensuing half year. These budgets cover our gross sales, 
deductions from gross sales, selling expenses, resulting mer- 
chandising margins, administrative and other overhead ex- 
penses. Our material and labor costs and manufacturing ex- 
penses directly incurred in the production of goods are 
controlled through a standard cost system.” 


“The principles involved in budgetary control are con- 
stantly in the minds of our executives and an elaborate 
formal budget is hardly necessary.” 


“Our company does not have a budget, but, with ex- 
panded operations, it will have one in 1949.” 

“This company is organized into industrial (operating) 
and auxiliary departments. Expenditures for the auxiliary 
departments are budgeted. In addition, all research activi- 
ties are budgeted.” 


“Our budget is not revised. Each month, explanations 
are made showing why the original estimates were not met.” 


“We use a flexible budget. Inasmuch as the factory has 
no control over economic conditions or sales deviations 
from the budget, it is necessary to have a performance 
measure of this kind.” 


“T think we have sold the various divisional heads on 
these budgets on the theory that they are not to be con- 
sidered as a joke but as a good yardstick by which to 
measure their performance.” 


“Our budget has been extremely useful in establishing 
responsibilities and has provided a means of measuring the 
performance of assigned responsibilities.” 


“Budgetary control has had a markedly advantageous 
effect on profits, if we compare our operations today with 
those of the earlier years when we had no real budgetary 
control system.” 


hay budgets on costs are variable; other budgets are 
ed. 


“The budget committee is responsible for the establish- 
ment and maintenance of budgetary procedure.” 


“The budget program in this company is administered 
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by a budget officer who is vice president and treasurer. 
Direction is accomplished with help from an assistant and 
his three-member staff who also perform other assignments.” 

“The president of our company is responsible for the 
budget figures. Administration of the budgetary control is 
handled in detail by the principal cost accountant.” 

“Each department and division is required to explain in 
any month why it failed to meet the budget estimate. This 
is an effective way of impressing the significance of good 
budgeting on the personnel of the company.” 

“From time to time a memorandum is sent to operating 
executives which stresses the functions, significance and 
purposes of the budget.” 


Paper and Products: Restoring Budget 


“We are engaged in reorganizing our budget practices and 
procedures. Budgets have been a management tool in our 
company since 1932. Like many companies, our budget was 
a casualty during the war and we are restoring it to full 
effectiveness at the earliest possible moment.” 

“Our budget basis was adopted after many years of 
consideration, discussion, and planning.” 

“We used to budget in detail. Because of allocations of 
materials, and other factors greatly affecting our production, 
we gave up the idea of budgetary control during the war. 
Now we plan to set up a complete budget of our activities.” 

“Our budget setup is very effective. We know that it 
has a great bearing on performance in the factory.” 

“The various budgets are compiled by the department 
heads who are responsible for their own department. Their 
budgets are then reviewed by the budget committee, made 
up of the entire group.” 

“The preparation of the sales budget is under the direct 
supervision of the supervisor of the sales budget section, 
but is the result of a number of opinions from various sec- 
tions of the sales division, such as sales promotion, sales- 
men, and regional sales managers. The production budget 
is compiled by the manager of the product planning depart- 
ment and the over-all budget is prepared by the budget 
director under the direction of the controller.” 

“We have monthly meetings which are attended by the 
controller, the department heads and the executive staff, 
at which time the variations from the budgets are discussed 
with each department head. Minutes of the meetings are 
kept as to what the various department heads are going to 
do to reduce variations.” 


“Members of our management group are given copies of 
the budget and have an opportunity to discuss its features, 
including anticipated profits. Our supervisory group does 
not receive profit information, but gets data on manufactur- 
ing costs, both when the budget is set up and periodically 
during the year on the items for which each is responsible.” 


Miscellaneous: Incentive System Tied In with Budget 


“Without our budgetary controls, we believe that we 
would be hopelessly lost in the operation of our business.” 

“We hope that, as experience is gained through time, the 
effect of budgetary control will not only enable us to con- 
trol costs, but also keep our supervisory force cost conscious 
so that they consistently endeavor to reduce costs.” 

“We feel that our budgeting and cost control system, 
which are completely coordinated through the records of 
the company, are very effective, both in controlling costs and 
in furnishing a source of information from which the com- 
pany can effectively operate cost reduction programs.” 

“It would be extremely difficult for us to operate or es- 
tablish prices for our product without a budget prepared in 
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advance for the operating men. This budget should be one 
in which they can have confidence that it will come close 
to actual results.” 


“A budget will not run itself, and it is highly important 
that the budgeted program have the complete backing of the 
principal executive officers of the company; otherwise, maxi- 
mum effectiveness cannot be obtained.” 


“We have found that the principles of our budgeting have 
been accepted and adopted wholeheartedly by our various 
department heads. They are convinced that it is a sound 
means of planning and controlling the operation of our 
company.” 

“We budget our manufacturing costs only by depart- 
ments for one-month periods. Where circumstances war- 
rant we have daily budgets. The program has been in 
effect for thirteen years and we would not be without this 
management tool.” 


“We have had budgetary controls of all phases of our 
operations for many years and do not believe a business 
could operate efficiently without them. Budgetary control 
of all operations is a most effective management tool and 
is essential to successful operation.” 


“We prepare formal budgets covering all phases of op- 
erations for a period of one year. These budgets fall into 
three main categories: (1) flexible manufacturing budgets 
for the operations in each of our producing units or plants; 
(2) fixed budgets covering general administrative and ad- 
vertising expenditures; (3) budgets covering sales expenses 
which are flexible with respect to commissions but fixed for 
all other types of expenditures.” 

“Although we curtailed our budgeting during the war, 
we are once more operating under a rather complete pro- 
gram. However, the unsettled price structure of the recent 
past has reduced some of the benefits to be obtained from 
budgeting.” 

“Over a period of years, the controller’s office has worked 
with the various operating executives and supervisory people 
to build up a thorough understanding on their part of 
operations in general and expenditures in particular. A 
conference is held with each operating head monthly as 
soon as the reports for the preceding month are available. 
A thorough and complete analysis of the total operations 
is made, together with a thorough study of any deviations 
from the budget previously determined.” 

“Final approval for budgets rests with a budget commit- 
tee which is composed of the president, financial vice presi- 
dent, marketing vice president and two members of the 
board of directors. We have found that this arrangement 
is somewhat cumbersome and we are currently giving con- 
sideration to the formation of a smaller committee consist- 
ing entirely of executives responsible for operation.” 

“The incentive system for foremen is in effect. Incentive 
payments are made quarterly and directly tied to attain- 
ment of standard performance, in so far as controllable 
factors are concerned.” 


“In our infant stage of budgetary control we have laid 
the emphasis at the lowest level—supervisors and foremen. 
At stated intervals, our department heads conduct meetings 
with supervisors and foremen responsible to them. They 
review, in open meeting, the results of labor costs for the 
previous payroll period. Already this has promoted con- 
siderable cost consciousness and, in fact, some savings.” 

“A manual is issued to all heads of sections and depart- 
ment managers giving full information on the operation of 
the budget for the respective departments.” 


“Budget instruction is given to foremen and apprentice 
students in training classes.” 


